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Rules and Regulations 


Title 1 —GENERAL PROVISIONS 

Chapter I—Administrative Committee 
of the Federal Register 

CFR CHECKLIST 
1965 Issuances 

This checklist, prepared by the Office 
of the Federal Register, la published In 
the first issue of each month. It is ar- 
ranred in the order of CFR titles, and 
shows the Issuance date and price of 
revised volumes and supplements of the 
Code of Federal Regulations issued to 
dftte during 1965. New units issued 
during the month are announced on the 
inside cover of the dally Fedeeal Recis- 
ixk os they become available. 

Order from Superintendent of Docu¬ 
ments, Government Printing Office, 
Washington, D.C.. 20402. 


CFR Unit (as of Jan. 1,1965): Price 

1-4 (Rev.)—_ $1.75 

3 1964 Supp__ 1.00 

5 Supp.)_ .50 

6 kRev.). 1.00 

7 Parts: 

1-50 (Supp.)_ 1.00 

51-52 (Supp.)_ 1.00 

:>3-209 (Supp.)_ 1.00 

210-399 (Supp.)_ . 65 

00-899 (RevJ_ 3.00 

000-944 (Rev.). 1.00 

r*45-980 (Rev.). .65 

981-999 (Rev.).. .55 

1000-1029 (Rev.).. 1.00 

1030-1059 (RevJ_ 1.00 

1060-1089 (Rev.)_ 1 00 

1090-1119 (RevJ.70 

1120-1199 (Rev.).-. 1.00 

1200-end (Rer.)_ 2.00 

8 ’Rev.). .75 

9 'Rev.)_ 1.25 

10-11 (Supp.)_ .50 

12 (Supp.)_ .65 

13 (Supp.)... . 50 

14 Parts: 

1-39 (Rev.)__ 1.25 

40-199 (Rev.)_ 1.25 

200-1199 (Rev.)_ 1.25 

1200-end (Rev.)_ .35 

15 ‘Rev.). 1.25 

16 (Supp.)_ l. 00 

17 (Supp.)_ . 50 

18 (Supp.)_ . 70 

19 'Rev.)_ l. 75 

20 (Rev.)___ 1.75 

21 Parts: 

1-129 (Rev.)_ 1,75 

130-end (Rev.).. 2.25 

22 <Rev.)_ l 00 

23 (Rev.)__ .25 

24 (Rev.)_ 1 . 25 

25 (Supp.)_ . 70 


26 Parts: 

1 (fl 1.01-1.400) (Supp.)... 1.00 

1 (15 1.401-1.860) (Supp.)_1.25 

I (§5 1.861-end) to Part 19 


(Supp.)...i. 50 

20-29 (Supp.)_ .40 

30-39 (Supp.)_ .50 

40-169 (Supp.)_ 1.00 

170-299 (Supp.)_ . 75 


CFR Unit (as of Jan. 1,1965) — 

26—Continued Price 

300-499 (Supp.).$0.50 

500-599 (Supp.)_ . 30 

600-end (Supp.)_ .40 

27 (Supp.)- .30 

28 (Rev.). 55 

29 (Rev.)_ 3.00 

30 (Rev.) .. 1.25 

31 (Rev.). 1.50 

32 Parts: 

1- 39 (Rev.)_ 2.25 

40-399 (Supp.)_ .60 

400-589 (Supp.)_ . 55 

590-699 (Supp.). .70 

700-799 (Supp.)_ 1.00 

800-999 (Rev.). 1.25 

1000-1099 (Rev.). 1.75 

1100-end (Supp.)_ .75 

32A (Rev.)_ 1.00 

33-34 (Supp.)_ .65 

35 (Supp.)_ .40 

36 (Supp.)_ .50 

37 (Supp.)_ .40 

38 (Rev.)_ X 50 

39 (Supp.)_1.25 

41 Chapters: 

1 (Rev.)_ 2.00 

2- 4 (Rev.)_ .70 

5-17 (Rev.)_ 2.00 

18-100 (Rev.). 2.25 

101-cnd (Rev.)_ 1 25 

42 (Supp.)_ 1.00 

43 (Rev.)- 2.50 

44 (Supp.).. .35 

45 (Supp.)_ 1 . 00 

46 Parts: 

1-145 (Supp.)__ .50 

146-149 (Rev*.)_ 2.75 

Supp. as of July l, 1965_ , 30 

150-199 (Rev.).. 1.25 

200-end (Rev.)_ 1.75 

47 Parts: 

0-19 (Rev.)___ 1.00 

20-69 (Rev.)_ 1.50 

70- 79 (RevJ_ 1 .00 

80-end (Rev.)_ l. 50 

48 (Rev.)_ .45 

49 Parts: 

0-70 (Supp.)_ .40 

71- 90 (RevJ_2.00 

91-164 (Supp.)_ ,60 

165-end (Supp.)_ .40 

50 (Supp.)_ . 60 

General Index (RevJ_ .60 


Title 5—ADMINISTRATIVE 
PERSONNEL 

Chopter I—Civil Service Commission 

PART 213—EXCEPTED SERVICE 

Department of Defense 

Section 2133306 is amended to show 
the exception under Schedule C of the 
position of Private Secretary to the Mill* 
tary Assistants to the Secretary of De¬ 
fense and of one additional position of 
Private Secretary engaged in the Inter¬ 
departmental activities of the Office of 


the Secretary of Defense, and to show 
that the position of Private Secretary to 
the Senior Military Aide to the President 
Is no longer excepted under Schedule C. 
Effective on publication in the Federal 
Register, subparagraph (2) of para¬ 
graph (a) and subparagraph ( 2 ) of para¬ 
graph (c) of l 213.3306 are amended as 
set out below. 

§ 213.3306 DcjmrtiiMni of UefrnM*. 

(a) Office of the Secretary . • • • 

<2) Two Private Secretaries to the 
Deputy Secretary of Defense and one 
Private Secretary to each of the follow¬ 
ing: The Director of Defense Research 
and Engineering; the four Deputy Di¬ 
rectors of Defense Research and En¬ 
gineering : the Director. Advanced Re¬ 
search Projects Agency: the Assistant 
Secretary of Defense (Manpower); the 
Assistant Secretary of Defense (Interna¬ 
tional Security Affairs); the Assistant 
Secretary of Defense (Public Affairs); 
the Assistant Secretary of Defense (In¬ 
stallations and Logistics); the Assistant 
Secretary of Defense (Administration); 
the Assistant Secretary of Defense 
(Comptroller); the Assistant Secretary 
of Defense (Systems Analysis); the 
General Counsel; the Deputy General 
Counsel; the Assistant to the Secretary 
of Defense (Atomic Energy); and the 
Military Assistants to the Secretary of 
Defense, 


(c) Interdepartmental activities. • • • 
(2) Four Private Secretaries engaged 
in the Interdepartmental activities of 
the Office of the Secretary of Defense. 

• • • • • 
(RS. 1753, toe. 2. 23 Stat 403, as Amended; 
5 UJS.C. 631. 638; KO. 10577. 19 F.R. 7521. 
(3 CFR, 1954 58 Comp., p. 218) 

United States Civil Serv¬ 
ice Commission. 

(seal) Mary V. Wenzel, 

Executive Assistant to 
the Commissioners. 

IF JR Doc. 65-10461; Filed. Sept. 30. 1965; 
6:47 am] 


PART 735—EMPLOYEE RESPONSI¬ 
BILITIES AND CONDUCT 

A new Part 735 is added to Chapter 1 
to provide the regulations necessary to 
implement Executive Order 11222 of May 
8.1965, "Prescribing Standards of Ethical 
Conduct for Government Officers and 
Employees" <30 F.R. 

Subport A—Central Froviiiom 

Sec 

735.101 Purpose. 

735.103 Definitions. 

735 103 Applicability to member* of the 
uniformed services. 

735.104 Issuance, approval, and publication 

of agency regulations 

735.105 Interpretation and advisory service. 

735.106 Reviewing statements and reporting 

conflicts of interest. 

735.107 Disciplinary and other remedial 

Action. 
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RULES AND REGULATIONS 


Svbport Agency R+gulotion* Governing Ethical 
and Othor Conduct ond Rtsponiibilifiet of 
impliytti 

8oe. 

735 201 Specific provtolon* of agency rcgu- 
lat&oaa. 

735.202 Ollto. entertainment. and favor*. 

735.203 Outside employment. 

735.204 Financial interests 

735.205 Use of Government property. 

735.206 Misuse of Information. 

735.207 Indebtedness. 

735 206 Gambling, betting, and lotteries. 

735.209 General conduct prejudicial to the 

Government. 

735.210 Miscellaneous statutory provisions 

Subport C—Agency Regulations Governing Eth¬ 
ical and Othor Conduct and RospontibiliHot of 
Special Government Employee* 

735 301 Specific provisions of agency regu¬ 
lations. 

735.302 Use of Government employment. 
735303 Use of Inside Information. 

735304 Coercion. 

735305 Gifts, entertainment, and favor* 
735306 Miscellaneous statutory provisions. 

Subpart D—Agency Regulation* Governing State¬ 
ment* of Employment and Financial Interests 

735.401 Form and content of statements. 

735.402 Specific provisions of agency regu¬ 

lations for employees. 

735.403 Employee* required to submit 

statements. 

735.404 Employees not required to submit 

statements. 

735.405 Time and place for submission of 

employees' statements. 

735.406 Supplementary statements. 

735.407 Interests of employees' relatives. 

735.408 Information not known by em¬ 

ployees. 

735.409 Information prohibited. 

735 410 Confidentiality of employees' state¬ 
ments. 

735.411 Effect of employees* statements on 

other requirements. 

735.412 Specific provisions of agency regu¬ 

lations for special Government 
employees. 

Authomtt: The provisions of this Port 735 
Issued under secs. 602. 701. 702. EO 11222. 
30 F.R. 6469. 3 CPR. 1065 Supp. 

Subpart A—General Provisions 

§ 735.101 Purpose. 

The maintenance of unusually high 
standards of honesty, integrity, im¬ 
partiality. and conduct by Government 
employees and special Government em¬ 
ployees is essential to assure the proper 
performance of the Government business 
and the maintenance of confidence by 
citizens In their Government. The 
avoidance of misconduct and conflicts of 
interest on the part of Government em¬ 
ployees and special Government em¬ 
ployees through informed judgment is 
indispensable to the maintenance of 
these standards. To accord with these 
concepts, this part sets forth the Com¬ 
mission's regulations under which each 
agency head shall issue regulations cov¬ 
ering the agency’s employees and special 
Government employees. prescribing 
standards of conduct and responsibili¬ 
ties. and governing statements reporting 
employment and financial Interests. 

§ 735.102 Definition-. 

In this part: 

<a> "Agency” means an executive de¬ 
partment or Independent establishment 
or agency In the executive branch. In¬ 


cluding a Government-owned or con¬ 
trolled corporation. 

<b) "Employee” means an officer or 
employee of an agency, but does not in¬ 
clude a special Government employee or 
a member of the uniformed services. 

tc> "Executive order” means Execu¬ 
tive Order 11222 of May 8. 1965. 

(d) "Person” means an individual, a 
corporation, a company, an association, 
a Arm. a partnership, a society, a Joint 
stock company, or any other organiza¬ 
tion or Institution. 

<e> ' Special Government employee” 
means a “special Government employee” 
as defined In section 202 of title 18 of 
the United States Code who is employed 
in the executive branch, but does not In¬ 
clude a member of the uniformed serv¬ 
ices. 

(f) "Uniformed services” has the 
meaning given that term by section 
101 (3 1 of title 37 of the United States 
Code 

§ 735.103 Applicability to member* of 
llic uniformed nervier*. 

This part, except this section, is not 
applicable to members of the uniformed 
services. Each agency having jurisdic¬ 
tion over members of the uniformed 
services shall issue regulations covering 
those members and regulating their 
ethical and other conduct and the re¬ 
porting of employment and financial 
interests in a manner consistent with the 
Executive order and this part. 

§ 735.10-1 lMuanrr. approval, and pub¬ 
lication of agency regulation*. 

(a) Except as provided in paragraph 
<f» of this section, each agency head 
shall prepare, and submit to the Com¬ 
mission for approval, regulations in ac¬ 
cordance with this part that: 

(1> Implement the requirements of 
law. the Executive order, and this part; 
And 

(2) Prescribe additional standards of 
t thical and other conduct and reporting 
requirements that are appropriate to the 
particular functions and activities of the 
agency and are not inconsistent with 
law. the Executive order, and this part. 

(b) After Commission approval each 
agency head shall: 

(1) Submit the agency's regulations to 
the Federal Register for publication; 

(2) Furnish each employee and special 
Government employee a copy of the ap¬ 
propriate agency regulations (or a com¬ 
prehensive summary thereof) within 90 
days after approval: 

(3) Furnish each new employee and 
special Government employee a copy of 
the appropriate agency regulations (or a 
comprehensive summary thereof > at the 
time of Ills entrance on duty; 

(4) Bring the appropriate agency reg¬ 
ulations to the attention of each em¬ 
ployee and special Government employee 
annually, and at such other times as 
circumstances warrant: 

(5) Assure the availability of counsel¬ 
ing to each employee and special Gov¬ 
ernment employee as provided In 
i 735.105; and 

(8) Have available for review by em¬ 
ployees and special Government em¬ 
ployees. as appropriate, copies of laws, 
the Executive order, agency regulations. 


and pertinent Commission regulations 
and Instructions relating to ethical and 
other conduct. 

(c) Agency regulations issued under 
this part are effective only after approval 
by the Commission and publication in 
the Federal Register. 

(d) Requests for approval of agency 
regulations to be issued under this pan 
shall be directed to the United States 
Civil Service Commission. Office of the 
General Counsel. Washington. DC. 
20415. 

<e> This section applies to any amend¬ 
ment of agency regulations Issued under 
this part. 

(f) An agency head who does not con¬ 
sider it feasible to prepare agency regu¬ 
lations under this part because of the 
small number of his employees, or for 
another reason acceptable to the Com¬ 
mission, may adopt the regulations m 
this part for application, as appropriate 
to the employees and special Govern¬ 
ment employees of his agency If: 

(1) He obtains the approval of the 
Commission for that adoption; and 

(2) After obtaining that approval, he 
submits a notice to the Federal Register 
announcing the applicability of this part 
to his employees. 

§ 735.105 Interpretation and ad*i-ori 
•ervice, 

<&) Each agency head shall designate 
a top-ranking employee of his agency 
who has appropriate experience, pref¬ 
erably legal, and in whom he has com¬ 
plete personal confidence, to be the coun¬ 
selor for the agency and to serve as the 
agency's designee to the Commission on 
matters covered by this part. The coun¬ 
selor shall be made responsible for co¬ 
ordination of the agency’s counseling 
services provided under paragraph b* 
of this section and for assuring that 
counseling and interpretations on ques¬ 
tions of conflicts of interest and othor 
matters covered by this part are avail¬ 
able to deputy counselors designated un¬ 
der paragraph (b) of this section. 

<b> Each agency head shall designate 
deputy counselors for the agency's em¬ 
ployees and special Government employ¬ 
ees. Deputy counselors designated under 
this section shall be qualified and In a 
position to give authoritative advice and 
guidance to each employee and special 
Government employee who seeks advice 
and guidance on questions of conflicts of 
interest and on other matters covered 
by this part. 

(c) Each agency shall notify its em¬ 
ployees and special Government em¬ 
ployees of the availability of counseling 
services and of how and where these 
services are available. This notification 
shall be made within 90 days after ap¬ 
proval of the agency regulations to be 
issued under this part, and periodically 
thereafter. In the case of a new em¬ 
ployee or special Government employee 
appointed after this notification, notifica¬ 
tion shall be rrnide at the time of his 
entrance on duty. 

g 735.10(> Reviewing ulalcment* and rf * 
porting conflict* of intrrr*!. 

<a ) Agency regulations issued under 
this part shall establish a system for the 
review of statements of employment and 
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financial interests submitted under Sub- 
part D of this part. The system of re- 
view shall be designed to disclose con¬ 
flicts of interest or apparent conflicts of 
interest on the part of employees and 
special Government employees, 

<b> The system of review established 
under paragraph (a) of this section shall 
provide that, when a statement sub¬ 
mitted under Subpart D of this part or 
information from other sources indicates 
a conflict between the interests of an 
employee or special Government em¬ 
ployee and the performance of his serv¬ 
ices for the Government and when the 
conflict or appearance of conflict is not 
resolved at a lower level in the agency, 
the Information concerning the conflict 
or appearance of conflict shall be re¬ 
ported to the agency head through the 
counselor for the agency. 

(c) The employee or special Govern¬ 
ment employee concerned shall be pro¬ 
vided an opportunity to explain the con¬ 
flict or appearance of conflict. 

§ 735.107 DWiplinao and oilier reme¬ 
dial action. 

<a) Agency regulations issued under 
this part shall provide that a violation 
of the agency regulations by an employee 
or special Government employee may be 
cause for appropriate disciplinary action 
which may be in addition to any penalty 
prescribed by law. 

(b) When, after consideration of the 
explanation of the employee or special 
Government employee provided by 
I 735.106. the agency head decides that 
remedial action is required, he shall take 
immediate action to end the conflicts or 
appearance of conflicts of Interest. Re¬ 
medial action may Include, but Is not 
limited to: 

<1> Changes in assigned duties; 

<2) Divestment by the employee or 
special Government employee of his con¬ 
flicting Interest; 

<3) Disciplinary action; or 
<4> Disqualification for a particular 
assignment. 

Remedial action, whether disciplinary 
or otherwise, shall be effected in accord¬ 
ance with any applicable laws. Executive 
orders, and regulations. 

Subport B—Agency Regulations Gov¬ 
erning Ethical and Other Conduct 
and Responsibilities of Employees 

8 735.201 Specific provinion* of agency 
rrg u hi lion ft. 

Agency regulations issued under this 
ubpart, as a minimum, shall contain 
provisions covering the standards of and 
governing the ethical and other conduct 
of its employees set forth in H 735.202 
through 735.210. 

§ 735.202 Gift ft, cniertrfinment, and 

favor ft. 

’a) Except as provided in paragraph 
b» of this section, an employee shall not 
solicit or accept, directly or Indirectly, 
any gift, gratuity, favor, entertainment, 
loan, or any other thing of monetary 
value, from a person who: 

<1> Has. or is seeking to obtain, con¬ 
tractual or other business or financial 
relations with his agency; 


<2) Conducts operations or activities 
that are regulated by his agency; or 

(3> Has interests that may be sub¬ 
stantially affected by the performance or 
nonperformance of his official duty. 

(b) Agency regulations implementing 
paragraph (a) of this section may pro¬ 
vide for such exceptions as may be nec¬ 
essary and appropriate in view of the 
nature of the agency’s work and the 
duties and responsibilities of the em¬ 
ployees. Appropriate exceptions which 
may be made by an agency include, but 
are not limited to, those that: 

< 1 > Govern obvious family or personal 
relationships (such as those between the 
parents, children, or spouse of the em¬ 
ployee and Uie employee) when the cir¬ 
cumstances make it clear that it is those 
relationships rather than the business of 
the persons concerned which are the 
motivating factors; 

(2) Permit acceptance of food and re¬ 
freshments of nominal value on infre¬ 
quent occasions in the ordinary course of 
a luncheon or dinner meeting or other 
meeting or on an inspection tour where 
an employee may properly be in attend¬ 
ance: 

(3) Permit acceptance of loans from 
banks or other financial institutions on 
customary terms of finance proper and 
usual activities of employees, such as 
home mortgage loans; and 

(4) Permit acceptance of unsolicited 
advertising or promotional material, such 
as pens, pencils, note pads, calendars 
and other Items of nominal Intrinsic 
value. 

(c) An employee shall avoid any ac¬ 
tion, whether or not specifically prohib¬ 
ited by this subpart, which might result 
in. or create the appearance of: 

(1) Using public office for private gain; 

(2) Giving preferential treatment to 
any person; 

(3) Impeding Government efficiency 
or economy: 

(4) Losing complete independence or 
impartiality; 

(5) Making a Government decision 
outside official channels; or 

(6) Affecting adversely the confidence 
of the public in the integrity of the Gov¬ 
ernment. 

<d) An employee shall not solicit con¬ 
tributions from another employee for a 
gift to an employee in a superior official 
position. An employee in a superior offi¬ 
cial position shall not accept a gift pre¬ 
sented as a contribution from employees 
receiving less salary than himself. An 
employee shall not make a donation as 
a gift to an employee in a superior official 
position (5 U.8.C. 113). 

(e) An employee shall not accept a 
gift, present, decoration, or other thing 
from a foreign government unless au¬ 
thorized by Congress as provided by the 
Constitution and in 5 U.8.C. 114-115a. 

§ 735.203 OuUidr employment. 

<a> An employee shall not engage In 
outside employment or other outside ac¬ 
tivity not compatible with the full and 
proper discharge of the duties and re¬ 
sponsibilities of his Government employ¬ 
ment. Incompatible activities include 
but are not limited to: 

(1) Acceptance of a fee. compensation, 
gift, payment of expense, or any other 


tiling of monetary value in circumstances 
in which acceptance may result In. or 
create the appearance of. conflicts of in¬ 
terest: or 

(2) Outside employment which tends 
to Impair his mental or physical capacity 
to perform his Government duties and 
responsibilities in an acceptable manner. 

<b> An employee shall not receive any 
salary or anything of monetary value 
from a private source ns compensation 
for his services to the Government <18 
U.8.C. 209). 

(c) Employees are encouraged to en¬ 
gage in teaching, lecturing, and writing 
that is not prohibited by law. the Execu¬ 
tive order, this part, or the agency regu¬ 
lations. However, an employee shall not, 
either for or without compensation, en¬ 
gage in teaching. lecturing, or writing 
that is dependent on information ob¬ 
tained as a result of his Government 
employment, except when that informa¬ 
tion has been made available to the gen¬ 
eral public or will be made available on 
request, or when the agency head gives 
written authorization for the use of non- 
public information on the basis that the 
use is in the public Interest. In addition, 
an employee who Is a Presidential ap¬ 
pointee covered by section 401(a) of the 
Order shall not receive compensation or 
anything of monetary value for any con¬ 
sultation. lecture, discussion, writing, or 
appearance the subject matter of which 
is devoted substantially to the responsi¬ 
bilities. programs, or operations of his 
agency, or which draws substantially on 
official data or Ideas which have not be¬ 
come part of the body of public Informa¬ 
tion. 

(d> An employee shall not engage in 
outside employment under a State or 
local government, except in accordance 
with Part 734 of this chapter. 

(e) This section does not preclude an 
employee from? 

(1) Receipt of bona fide reimburse¬ 
ment. unless prohibited by law', for ac¬ 
tual expenses for travel and such other 
necessary subsistence as is compatible 
with this part for which no Government 
payment or reimbursement is made. 
However, an employee may not be reim¬ 
bursed. and payment may not be made 
on his behalf, for excessive personal liv¬ 
ing expenses, gifts, entertainment or 
other personal benefits. 

(2) Participation in the activities of 
national or State political parties not 
prescribed by law. 

(3) Participation in the affairs of or 
acceptance of an award for a meritorious 
public contribution or achievement given 
by a charitable, religious, professional, 
social, fraternal, nonprofit educational 
and recreational, public service, or civic 
organization. 

(4) Outside employment permitted 
under the regulations of his agency is¬ 
sued under this part. 

§ 735.201 Financial inlere**!*. 

(a) An employee shall not: 

<1) Have a direct or indirect financial 
Interest that conflicts substantially, or 
appears to conflict substantially, with 
his Government duties and responsibili¬ 
ties; or 

<2) Engage in, directly or Indirectly, 
a financial transaction as a result of. or 
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primarily relying on. information ob¬ 
tained through his Oovcmment employ¬ 
ment. 

<b) This section docs not preclude an 
employee from having a financial Inter¬ 
est or engaging In financial transactions 
to the same extent as a private citizen 
not employed by the Government so 
long as it Is not prohibited by law. the 
Executive order, this section, or the 
agency regulations. 

§ 733.203 tW of Government property. 

An employee shall not directly or Indi¬ 
rectly use. or allow the use of. Govern¬ 
ment property of any kind, including 
properly leased to the Government, for 
other thAn officially approved activities. 
An employee has a positive duty to pro¬ 
tect and conserve Government property. 
Including equipment, supplies, and other 
property entrusted or issued to him. 

§ 735*206 of information. 

For the purpose of furthering a pri¬ 
vate interest, an employee shall not. ex¬ 
cept as provided In I 735.203(c), directly 
or Indirectly use. or allow the use of. offi¬ 
cial Information obtained through or in 
connection with his Government em¬ 
ployment which has not been made avail¬ 
able to the general public. 

§ 735*207 Imlrblcdnrs*. 

An employee .shall pay each Just fi¬ 
nancial obligation in a proper and timely 
manner, especially one imposed by law 
such as Federal. State, or local taxes. 
FOr the purpose of this section, a “Just 
financial obligation” means one acknowl¬ 
edged by the employee or reduced to 
judgment by a court, and “in a proper 
and timely manner” means In a man¬ 
ner which the agency determines docs 
not. under the circumstances, reflect ad¬ 
versely on the Government as his em¬ 
ployer. In the event of dispute between 
an employee and an alleged creditor, this 
section does not require an agency to de¬ 
termine the validity or amount of the 
disputed debt. 

§ 733.208 Gambling, betting, and lot¬ 
teries. 

An employee shall not participate while 
on Government-owned or leased prop¬ 
erty or while on duty for the Govern¬ 
ment. in any gambling activity including 
the operation of a gambling device, in 
conducting a lottery or pool, in a game 
for money or property, or In selling or 
purchasing a numbers slip or ticket. 
However, this section does not preclude 
activities: 

(a) Necessitated by an employee's law 
enforcement duties; or 

(b) Under section 3 of Executive Or¬ 
der 10027 and similar agency-approved 
activities. 

g 735.209 General conduct prejudicial 
to (be Government* 

An employee shall not engage in crim¬ 
inal. infamous, dishonest, immoral, or 
notoriously disgraceful conduct, or other 
conduct prejudicial to the Government. 

9 735*210 Mincflltnrout statutory pro¬ 
visions. 

Each employee shall acquaint himself 
with each statute that relates to his 
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ethical and other conduct as an employee 
of his agency and of the Government. 
An agency shall direct the attention of 
its employees, by specific reference In the 
agency regulations Issued under this part, 
to each statute relating to the ethical 
and other conduct of employees of that 
agency and to the following statutory 
provisions: 

(a) House Concurrent Resolution 175, 
85th Congress, 2d Session, 72 Stat. 312, 
the "Code of Ethics for Government 
Service”. 

<b) Chapter 11 of title 18. United 
States Code, relating to bribery, graft, 
and conflicts of Interest, as appropriate 
to the employees concerned. 

(c> The prohibition against lobbying 
with appropriated funds (18 U.3.C. 
1913). 

<d> The prohibitions against dis¬ 
loyalty and striking C5 U.S.C. 118p, 118r>. 

(e) The prohibition against the em¬ 
ployment of a member of a Communist 
organization (50 U.8.C, 784). 

(f) The prohibitions against <1) the 
disclosure of classified information (18 
U.S.C. 798, 50 U.S.C. 783>; and (2) the 
disclosure of confidential information 
(18U.S.C:i905>. 

(g) The provision relating to the 
habitual use of intoxicants to excess (5 
U.S.C. 640). 

(h) The prohibition against the mis¬ 
use of a Government vehicle (5 U.S.C. 
78c). 

(!) The prohibition against the mis¬ 
use of the franking privilege (18 U.S.C. 
1719). 

(J) The prohibition against the use 
of deceit in an examination or person¬ 
nel action In connection with Govern¬ 
ment employment (5 UB.C. 637). 

(k) The prohibition against fraud or 
false statements in a Government mat¬ 
ter (18 U.S.C. 1001). 

(l) The prohibition against mutilat¬ 
ing or destroying a public record <18 
U.S.C. 2071). 

(m) The prohibition against counter¬ 
feiting and forging transportation re¬ 
quests (18 U-S.C. 508). 

(n) The prohibitions against (1) em¬ 
bezzlement of Government money or 
property (18 UJS.C. 641); (2) falling to 
account for public money (18 Ufl.C. 
643); and (3) embezzlement of the 
money or property of another person In 
the possession of an employee by reason 
of his employment (18 UB.C. 654). 

(o) The prohibition against unau¬ 
thorized use of documents relating to 
claims from or by the Government (18 
U.S.C. 285). 

(p) The prohibition against pro¬ 
scribed political activities—The Hatch 
Act (5 U.S.C. 1181). and 18 UJ3.C. 602. 
603. 607. and 608. 

Subporf C—Agency Regulations Gov¬ 
erning Ethical and Other Conduct 

and Responsibilities of Special 

Government Employees 

§ 735.301 Specific* provisions of agency 
regulation*. 

Agency regulations issued under this 
subpart, as a minimum, shall contain 
provisions covering the standards of and 
governing the ethical and other conduct 


of its special Government employees as 
set forth In H 735.303 through 735.306. 
In addition, to the extent considered ap¬ 
propriate by the agency head, the agency 
regulations issued under this subpart 
shall require its special Government em¬ 
ployees to adhere to the standards of 
conduct made applicable to employees 
by the agency regulations Issued under 
Subpart B of this part. 

§ 735.302 Uie of Government employ * 
ruent* 

A special Government employee shall 
not use his Government employment for 
a purpose that is, or gives the appearance 
of being, motivated by the desire for pri¬ 
vate gain for himself or another person, 
particularly one with whom he has fam¬ 
ily, business, or financial ties. 

§ 735*383 Use of inside information. 

(a) A special Government employee 
shall not use inside information obtained 
as a result of his Government employ¬ 
ment for private gain for himself or an¬ 
other person either by direct action on 
his part or by counsel, recommendation, 
or suggestion to another person, particu¬ 
larly one with whom he has family, busi¬ 
ness. or financial tie*. For the purpose 
of this section* “Inside information'* 
means information obtained under Gov¬ 
ernment authority which has not become 
part of the body of public Information. 

(b) Agency regulations Implementing 
paragraph (a) of this section may pro¬ 
vide that special Government employees 
may teach, lecture, or write in a manner 
not Inconsistent with 1 735.203(c) in re¬ 
gard to employees. 

§ 735*301 Coercion. 

A special Government employee shall 
not use his Government employment to 
coerce, or give the appearance of coerc¬ 
ing. a person to provide financial benefit 
to himself or another person, particularly 
one with whom he has family, business, 
or financial ties. 

§735.305 Gifts, entertainment, and 
favors. 

(a) Except as provided In paragraph 
<b> of this section, a special Government 
employee, while so employed or in con¬ 
nection with Ills employment, shall not 
receive or solicit from a person having 
business with his agency anything of 
value as a gift, gratuity, loan, entertain¬ 
ment. or favor for himself or another 
person, particularly one with whom he 
has family, business, or financial ties. 

<b> Agency regulations implementing 
paragraph (a) of this section may pro¬ 
vide for exceptions for special Govern¬ 
ment employees that are not inconsistent 
with the exceptions authorized for their 
employees under {735.202(b). 

§ 735.306 Mi*rfUanrou« statutory P ro * 
visions. 

Each special Government employee 
shall acquaint himself with each statute 
that relates to hi* ethical and other con¬ 
duct as a special Government employee 
of his agency and of the Government. 
An agency shall direct the attention of its 
special Government employees, by spe¬ 
cific reference In the agency regulations 
issued under this part, to each statute 
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relating to the ethical and other conduct 
ol special Government employees of that 
agency and to those statutory provisions 
listed in § 735.210 that are applicable to 
special Government employees. 

Subpart D—Agency Regulations Gov¬ 
erning Statements of Employment 

ond Financial Interests 

$ 735.401 Form arul < ontrnt of **tnlr* 
ment*. 

The statements of employment and 
financial interests required under this 
subpart for use by employees and special 
Government employees shall contain, as 
a minimum, the information required by 
the formats prescribed by the Commis¬ 
sion in the Federal Personnel Manual. 

§ 735.402 Specific provi«iom of agency 
regulation* for employee*. 

Agency regulations issued under this 
subpart for employees, as a minimum, 
shall contain provisions covering the re¬ 
porting requirements set forth In 
IS 735.403 through 735.411. 

§ 735.403 Employee* required to sub¬ 
mit Miitrmcnl*. 

Except as provided in f 735.404. each 
agency head shall require statements of 
employment and financial interests from 
the following employees: 

(a) Employees paid at a level of the 
Federal Executive Salary Schedule es¬ 
tablished by the Federal Executive Salary 
Act of 1964, as amended. 

(b) Employees in grade GS-16 or 
above of the General Schedule estab¬ 
lished by the Classification Act of 1949, 
or. amended, or in comparable or higher 
positions not subject to that Act. 

»c) Employees in hearing examiner 
positions as defined by $ 930.202(c) of 
this chapter. 

id) Employees In positions specifically 
identified in the agency regulations as 
positions the basic duties and responsi¬ 
bilities of which require the Incumbent to 
exercise Judgment in making or recom¬ 
mending a Government decision or in 
taking or recommending Government 
action in regard to: 

<1> Contracting or procurement; 

<2) Administering or monitoring 
grants or subsidies: 

<3> Regulating or auditing private or 
other non-Fcderal enterprise; or 

<4 > Other activities where the decision 
or action has an economic Impact on the 
interests of any non-Federal enterprise. 

However, employees in positions thAt 
meet these criteria may be excluded from 
the reporting requirement when an 
agency head determines that the duties 
ol a position are at such a level of re- 
jxmslbility that the submission of a 
tatement of employment and financial 
Interests by the incumbent Is not neces¬ 
sary because of the degree of supervision 
and review over the incumbent and the 
remote and inconsequential effect on the 
Integrity of the Government. 

<e» Employees in positions specifically 
identified In the agency regulations as 
positions determined by the agency head 
** requiring the Incumbent thereof to 
report employment and financial inter¬ 
ests In order to carry out the purpose of 
No. 190— Pt. i - 2 


law, the Executive order, this part, and 
the agency regulations. 

§ 735.104 Etiiploy<*c* r»«H rrqtifrcd lo 
pubmit fttatrmentp. 

A statement of employment and finan¬ 
cial Interests Is not required by this sub¬ 
part from an agency head, a Presidential 
appointee in the Executive Office of the 
President who is not subordinate to the 
head of an agency in that Office, or a 
full-time member of a committee, board, 
or commission appointed by the Presi¬ 
dent. These employees are subject to 
separate reporting requirements under 
section 401 of the Executive order. 

§ 735.405 Time ami place for »ubnti*« 
►ion of employee*' *tal<*mrnl«. 

An employee required to submit a 
statement of employment and financial 
Interests under the regulations of his 
agency shall submit that statement to 
the office designated in the agency regu¬ 
lations not later than: 

(a) Ninety days after the effective date 
of the agency regulations issued under 
this part if employed on or before that 
effective date; or 

(b) Thirty days after his entrance on 
duty, but not earlier than ninety days 
after the effective date, if appointed after 
that effective date. 

§ 735.106 Supplementary statement*. 

Changes in. or additions to, the in¬ 
formation contained in an employee's 
statement of employment and financial 
interests shall be reported In a supple¬ 
mentary statement at the end of the 
quarter in which the changes occur. 
Quarters end March 31. June 30. Sep¬ 
tember 30. and December 31, except 
when the Commission authorizes dif¬ 
ferent dates on a showing by an agency 
of necessity therefor. If there are no 
changes, or additions in a quarter, a 
negative report is not required. How¬ 
ever, for the purpose of annual review, a 
supplementary statement, negative or 
otherwise, is required as of June 30 each 
year. 

§ 735.407 Inter**!* of employee** rela¬ 
tives. 

The interest of a spouse, minor child, 
or other member of an employee’s Imme¬ 
diate household is considered to be an 
Interest of the employee. For the pur¬ 
pose of this section, “member of an em¬ 
ployee's immediate household" means 
those blood relations who are residents 
of the employee's household. 

§ 733.408 Information not known by 
employee*. 

If any information required to be in¬ 
cluded on a statement of employment 
and financial interests or supplementary 
statement, including holdings placed in 
trust, is not known to the employee but 
1 s known to another person, the employee 
shall request that other person to submit 
information in his behalf. 

§ 735.409 Information prohibited. 

This subpart does not require an em¬ 
ployee to submit on a statement of 
employment and financial interests or 
supplementary statement any informa¬ 
tion relating to the employee's connec¬ 


tion with, or interest in. a professional 
society or a charitable, religious, social, 
fraternal, recreational, public service, 
civic, or political organization or a simi¬ 
lar organization not conducted as a busi¬ 
ness enterprise. For the purpose of this 
section, educational and other institu¬ 
tions doing research and development or 
related work involving grants of money 
from or contracts with the Government 
are deemed "business enterprises" and 
are required to be Included in an em¬ 
ployee's statement of employment and 
financial Interests. 

§ 735.410 Confidentiality of employer** 
statement*. 

An agency shall hold each statement 
of employment and financial interests, 
and each supplementary statement, in 
confidence. An agency may not disclose 
information from a statement except as 
the Commission or the agency head may 
determine for good cause shown. 

§ 735.411 EfTert of employee** *lnte- 
menl* on other requirement*. 

The statements of employment and 
financial interests and supplementary 
statements required of employees are in 
addition to, and not in substitution for, 
or in derogation of. any similar require¬ 
ment imposed by law. order, or regula¬ 
tion. The submission of a statement or 
supplementary statement by an em¬ 
ployee does not permit him or any other 
person to participate in a matter in 
which his or the other person's partici¬ 
pation is prohibited by law, order, or 
regulation. 

§ 735.412 Specific provision# of agruet 
regulation* for *pcrial Government 
employee*. 

• a* Agency regulations issued under 
this subpart for special Government em¬ 
ployees. as a minimum, shall contain 
provisions covering the reporting re¬ 
quirements set forth in this section. 

<b) Except os provided in paragraph 

(c) of this section, each agency head 
shall require special Government em¬ 
ployee to submit a statement of employ¬ 
ment and financial interests which re¬ 
ports: 

(1) All other employment; and 

<2) The financial Interests of the 
special Government employee which re¬ 
late either directly or indirectly to the 
duties and responsibilities of the special 
Government employee. 

(c) An agency head may waive the 
requirement in paragraph <b) of this 
section for the submission of a statement 
of employment and financial interests in 
the case of a special Government em¬ 
ployee who is not a consultant or an ex¬ 
pert when the agency finds that Uie 
duties of the position held by that special 
Government employee arc of a nature 
and at such a level of responsibility that 
the submission of the statement by the 
incumbent is not necessary to protect 
the integrity of the Government. For 
the purpose of this paragraph, “consul¬ 
tant" and "expert" have the meanings 
given those terms by Chapter 304 of the 
Federal Personnel Manual, but do not 
include: 

<1) A physician, dentist, or allied 
medical specialist whose services are pro- 
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cured to provide care and service to 
patients; or 

<2> A veterinarian whose services are 
procured to provide care and service to 
animals. 

<d> A statement of employment and 
financial interest required to be sub¬ 
mitted under this section shall be sub¬ 
mitted not later than the time of em¬ 
ployment of the special Government 
employee as provided in the agency 
regulations. Each special Government 
employee shall keep his statement cur¬ 
rent throughout his employment with 
the agency by the submission of supple¬ 
mentary statements. 

United States Civil Serv¬ 
ice Commission, 
l seal] Mary V. Wenzel, 

Executive Assistant to 
the Commissioners . 

IFR Doc. 65-10444; Piled. Sept 30, 1966; 

8 45 am.] 


Title 7—AGRICULTURE 

Chapter VIII—Agricultural Stabiliza¬ 
tion and Conservation Service 
(Sugar), Department of Agriculture 

SUBCHAPTCft f —DETERMINATION OF NORMAL 
YIELDS AND ELIGIBILITY FOR ABANDONMENT 
AND CROP DEFICIENCY PAYMENTS 
[Sugar Do termination 843 2. Supp. 4) 

PART 848—VIRGIN ISLANDS 

Approved Local Producing Area for 
1965 Crop 

Pursuant to the provisions of $ 848.2 
(17 Pit. 2111). the Director of the Agri¬ 
cultural Stabilization and Conservation 
Service. Caribbean Area Office hereby 
makes the following determinations: 

§ 818.6 Approved local producing area 
in the Virgin Inland*. 

For purposes of considering eligibility 
of farms for abandonment and crop de¬ 
ficiency payments on the 1965 sugarcane 
crop In the Virgin Islands, the Island of 
8 t. Croix is determined to be a local pro¬ 
ducing area In which, due to drought, 
the actual yields of sugar for the 1965 
crop year from 10 percent or more of 
the total number of sugarcane farms In 
such local producing area were not in 
excess of 80 percent of the applicable 
farm normal yields. 

Statement of Bases and Considera¬ 
tions, One of the conditions of eligibility 
of a farm in the Virgin Islands for an 
acreage abandonment or crop de¬ 
ficiency payment in connection with 
the production of sugar from sugar¬ 
cane is that the farm be located In a 
local producing area for which the Direc¬ 
tor of the Agricultural Stabilization and 
Conservation Service, Caribbean Area 
Office, determines that drought, flood, 
storm, disease, or insects damaged a sub¬ 
stantial part of the sugarcane crop in 
such area. 

The purpose of this supplement Is to 
give notice that the Island of St. Croix 
has been determined to comprise a local 
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producing area for the 1965 crop and 
that such area has qualified under the 
requirements relating to crop damage. 
Any sugarcane producer on a farm which 
Is located in whole or in part in tills 
local producing area and which is other¬ 
wise qualified may apply for payment 
accordingly, if he has not already done 
80. 

Carlos O. Trociie. 
Director , Agricultural Stabili¬ 
zation and Conservation Serv¬ 
ice. Caribbean Area Office. 

September 16. 1965. 

| P R, Doe. 65-10446; Filed. Sept. 30. 1965; 
8:45 a.m.) 


Chapter IX—Consumer and Market¬ 
ing Service (Marketing Agreements 
and Orders; Fruits, Vegetables, 
Nuts), Department of Agriculture 

PART 926—TOKAY GRAPES GROWN 
IN SAN JOAQUIN COUNTY, CALIF. 

Expenses and Rate of Assessment 

On September 14. 1965, notice of rule 
making was published in the Federal 
Register (30 F.R. 11728) regarding pro¬ 
posed expenses and the related rate of 
assessment for the period beginning 
April 1. 1965. and ending March 31. 1966, 
pursuant to the marketing agreement, as 
amended, and Order No. 926. as amended 
(7 CFR Part 926). regulating the han¬ 
dling of Tokay grapes grown in San 
Joaquin County. Calif., effective under 
the applicable provisions of the Agricul¬ 
tural Marketing Agreement Act of 1937, 
as amended (7 U.S.C. 601-674). After 
consideration of all relevant matters pre¬ 
sented, Including the proposals set forth 
in such notice which were submitted by 
the Tokay Industry Committee (estab¬ 
lished pursuant to said amended market¬ 
ing agreement and order), it is hereby 
found and determined that: 

§ 926.205 Fxpriufff and rate of 
ment. 

(a) Expenses. Expenses that are rea¬ 
sonable and likely to be Incurred by the 
Tokay Industry Committee during the 
period April 1. 1965. through March 31, 
1966. will amount to $30,882.50. 

(b) Rate of assessment The rate of 
assessment for said period, payable by 
each handler in accordance with 5 926.46, 
U fixed at $0.01 per standard package or 
equivalent quantity of Tokay grapes. 

It is hereby further found that good 
cause exists for not postponing the ef¬ 
fective date hereof until 30 days after 
publication in the Federal Register (5 
U.S.C. 1001-1011) in that (1) shipments 
of Tokay grapes are now being made; (2) 
the relevant provisions of said marketing 
agreement and this part require that the 
rate of assessment fixed foi a particular 
fiscal period shall be applicable to all 
assessable Tokay grapes from the begin¬ 
ning of such period; and (3) such period 
began on April 1, 1965. and the rate of 
assessment herein fixed will automati¬ 
cally apply to all assessable Tokay grapes 
beginning with such date. 


(Sod. 1-19. 48 Stmt. 31. u amended; 7 U.3.C. 
601-674) 

Dated: September 27. 1965. 

Paul A. Nicholson, 
Deputy Director , Fruit and Veg¬ 
etable Division . Consumer and 
Marketing Service. 

iP R. Doc. 66-10446; FI lad. Sept. 30. 1966 
8:45 am.) 


PART 948—IRISH POTATOES GROWN 
IN COLORADO 

Expenses and Rale of Assessment for 
Aiwa No. 2 

Notice of rule making regarding pro¬ 
posed expenses and rate of assessment 
for Area No. 2 (San Luis Valley). to be 
effective under Marketing Agreement 
No. 97 and Order No. 948 (7 CFR Pan 
948). both as amended, was published in 
the August 25. 1965. issue of the Federal 
Register (30 F.R. X0992). This regula¬ 
tory program is effective under the Agri¬ 
cultural Marketing Agreement Act of 
1937, as amended (7 U8.C. 601 et seq). 

The notice afforded interested persons 
an opportunity to submit written data, 
views, or arguments pertaining thereto 
not later than 15 days following publica¬ 
tion in the Federal Register. None was 
received. 

After consideration of all relevant 
matters. Including the proposals set forth 
in the aforesaid notice which were 
recommended by the area committee for 
Area No. 2, established pursuant to the 
said marketing agreement and order, it 
la hereby found and determined that: 

g 918.248 Fxprn«e« and rate of an*****- 
ment. 

(a) The reasonable expenses that arc 
likely to be incurred by the area com¬ 
mittee for Area No. 2. established pur¬ 
suant to Marketing Agreement No. 97 
and Order No. 948. both as amended, to 
enable such committee to perform its 
functions pursuant to the provisions of 
the aforesaid amended agreement and 
order during the fiscal period ending 
June 30. 1966, will amount to $11.91850 

(b) The rate of assessment to be paid 
by each handler in Area No. 2 pursuant 
to Marketing Agreement No. 97 and 
Order No. 948, both as amended, shall be 
$0.0018 per hundredweight of potatoes 
handled by him as the first handler 
thereof during said fiscal period. 

(c) Terms used in this section shall 
have the same meaning as when used in 
Marketing Agreement No. 97. as 
amended, and this part. 

It Is hereby found that good cause 
exists for not postponing the effective 
time of this action until 30 days after 
publication in the Federal Register (5 
U.S.C. 1003) in that: (1) The relevant 
provisions of said marketing agreement 
and this part require that the rate of 
assessment fixed for a particular fiscal 
period shall be applicable to all assess¬ 
able potatoes from the beginning of 
such period, and (2) the current fiscal 
period began July 1. 1965. and the rate 
of assessment herein will automatically 
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apply to all assessable potatoes begin¬ 
ning with such date. 

(Sees. 1-19. 48 8Ut 81. m amended: 7 UA.C. 

601 074) 

Dated: September 28.1965. 

Paul A. Nicholson. 
Deputy Director , Fruit and Veg¬ 
etable Division , Consumer and 
Marketing Service , 

|F.R Doc. 85-10447: Filed. Sept. 30. 1966; 
8:48 am.) 


PART 993—DRIED PRUNES PRO¬ 
DUCED IN CALIFORNIA 

Expenses of Prune Administrative 
Committee and Rate of Assessment 
for 1965-66 Crop Year 

NoUoe was published In the August 28. 
196 j. Issue of the Federal Register (30 
F-R. 11142) regarding proposed expenses 
of the Prune Administrative Committee 
for the 1965-66 crop year and rate of 
assessment for that crop year, pursuant 
to If 993.80 and 993.81 of the marketing 
Agreement, as amended, and Order No. 
993. as amended <7 CFR Part 993; 30 
PJl. 9797), regulating the handling of 
dried prunes produced In California. 
The amended marketing agreement and 
order are effective under the Agricultural 
Marketing Agreement Act of 1937. as 
amended (7 UB.C. 601-674). 

The notice afforded Interested persons 
an opportunity to submit written data, 
views, or arguments with respect to the 
proposal. None were submitted within 
the prescribed time. 

After consideration of all relevant 
matter presented. Including that in the 
notice, the information and recommen¬ 
dations submitted by the Prune Admin¬ 
istrative Committee, and other available 
information. It U found that the cx- 
Pezw’s of the Prune Administrative 
Committee and the rate of assessment 
for the crop year beginning August 1 . 
1965, .shall be as follows: 

#993.316 Expert*** of the Pnine Ad- 
ininiMrnlive Committee and rate of 
‘•eiunrnt for U»e 1965-66 erop 

yemr, 

(a) Expenses, Expenses In the amount 
of $86,400 are reasonable and likely to be 
Incurred by the Prune Administrative 
Committee during the crop year be¬ 
ginning August 1. 1965. for its mainte¬ 
nance and functioning and for such other 
Purposes as the Secretary may. pursuant 
Jo the applicable provisions of the mar- 
«Ur 4 r agreement, as amended, and this 
part determine to be appropriate. 

l b) Rate of assessment The rate of 
assessment for such crop year which 
each handler Is required, pursuant to 
1993.81, to pay to the Prune Administra¬ 
tive Committee as his pro rata share of 
jne said expenses is fixed at 60 cents per 
ton of liable prunes handled by him as 
the first handler thereof. 

It la found that good cause exists for 
not ixkstponing the effective time of this 


action until 30 days after publication in 
the Federal Register <5 U.S.C. 1003(c)) 
in that: < 1 ) The relevant provisions of 
said marketing agreement and this part 
require that the rate of assessment fixed 
for a particular crop year shall be ap¬ 
plicable to all aaiabie prunes handled by 
handlers as the first handlers thereof; 
and ( 2 ) the current crop year began on 
August 1, 1965. and the rate of assess¬ 
ment herein fixed will automatically 
apply to all such prunes beginning with 
that date. 

(Secs. 1-18, 48 8tat. 81. ft* Amended; 7 US.C. 
601-674) 

Doted: September 27. 1965. 

Paul A. Nicholson. 
Deputy Director, Fruit and Veg¬ 
etable Division , Consumer and 
Marketing Service . 

|F.R. Doc. 66-10448; Filed. Sept. SO. 1965; 
8:45 am.) 


Title 12—BANKS AND BANKIN6 

Chapter I—Bureau of the Comptroller 
of the Currency, Department of the 
Treasury 

PART 8—ASSESSMENT OF FEES; NA¬ 
TIONAL BANKS, DISTRICT OF CO¬ 
LUMBIA BANKS 

Daily Rate for Trust Examinations 

Under date of September 22, 1905. this 
Office caused to be published herein an 
amendment of this part which increased 
the doily rates charged for trust ex¬ 
aminations of trust departments of 
national banks and District of Columbia 
banks to cover the expenses of such ex¬ 
aminations. Said notice contained an 
error, and is therefore amended to read 
correctly as appears below. 

This amendment is issued under the 
authority contained In R~S. 5240, 12 
UJB.C. 482. Since it represents the cost 
ol examinations, notice and delayed ef¬ 
fectiveness arc found to be unnecessary 
and contrary to the public interest 
Accordingly, this amendment will become 
effective upon publication. 

Part 8 . Chapter I. Title 12 of the Code 
of Federal Regulations of the United 
States of America, is amended by revis¬ 
ing f 8.6 to read as follows: 

§ 8.6 Daily role for trust examination". 

The assessment rate for trust examina¬ 
tions is $125 a day for the person in 
charge of the examinations and $50 a 
day for each of the assisting personnel. 
The minimum rate for the examination 
of a trust department Is $25. 

Dated: September 28. 1965. 

[seal] James J. Saxon. 

Comptroller of the Currency . 

|FJt. Doc. 86-10465: Filed. Sept. 80. 1965; 
8:47 a m j 


Title 14—AERONAUTICS AND 
SPACE 

Chapter I—Federal Aviation Agency 

SUSCHAmt C — AIRCRAFT 
(Airspace Docket No. G6 SO 29) 

part 71—designation of federal 

AIRWAYS, CONTROLLED AIRSPACE, 

AND REPORTING POINTS 

Alterations of Foderal Airways and 
Control Zone 

Correction 

In F.R. Doc. 65-10256. appearing at 
page 12332 of the Issue for Tuesday. Sep¬ 
tember 28. 1965, the following change 
should be made: In the first column on 
page 12333, item 2.c. is corrected to read 
as follows: 

c. In V-51 -via INT of Miami, Fla , 
221 •” is deleted and •‘via INT of Miami. 
Fla., 222 ,M Is substituted therefor. 

Title 15—COMMERCE AND 
FOREIGN TRADE 

Chapter II—National Bureau of Stand¬ 
ards, Department of Commerce 

SUBCHAFTCT A— TOT HI SCHEDULES 

PART 201—ELECTRICITY 
PART 202—METROLOGY 
Miscellaneous Amendments 

Under the provisions of 15 U. 8 .C* 275a 
and 277, the test fee schedules of the Na¬ 
tional Bureau of Standards, Department 
of Commerce, pertaining to electricity 
and metrology are amended as provided 
herein. 

The amendments extend the frequency 
range of some schedules, add new sched¬ 
ules. and change the price of others. 

In Part 201 the following amendments 
are made: 

High-Frequency Region 

1. Section 201.840, item 201.8406-1 Is 
amended to extend the frequency over 
a range of 200 MHz (Mc/sj to 18 GHz 
(Gc/s). 

2. Section 201.841. item 201.84 lb-1 la 
amended to extend the frequency over 
a range of 200 MHz (Mc/s) to 18 GHz 
(Gc/s). 

2 . Section 20L843. item 201.843b-l la 
amended to extend the frequency over 
a range ol 200 MHz (Mc/s) to 18 GHz 
(Oc/s). 

4. Section 201.844. Item 201.844b-l is 
amended to extend the frequency over 
a range of 200 MHz (Mc/s) to 18 GHz 
<Gc/s). 
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microwave Region 


1. Section 201.920 15 amended by an 
additional calibration service, as follows: 


Item 

Description 

Few 

301.930*4 

Measurement of reflection coefll- 
ctent magnitude o1 reflector at a 
Ktncte frequency of WKI37 wav* 
guide (S.tt-H.20 GHti(OcA) ter¬ 
minated with a standard wav* 



etude connector ____ 

O 


•s^aoi.floocb). fw. 


2. Section 201.950 is amended to in¬ 
clude a calibration service in an addi¬ 
tional waveguide size and to provide for 
a calibration service at any frequency 
within a waveguide size, as follows: 


Item 

Duecriptkm 

Pee 

201.950*1 

Measurement of effective not m tem¬ 
perature of noise source at a stn*)e 
frequency of the foUowlns wav* 
guide Ktxro terminated with stand¬ 
ard waveguide connectors: 

WK90 (K 2 - 1 - 4 Gilt) (OcA). 

n 

201.9S0*-2 

WRtt fl3.4-iaOOH«)(a<^i._- 

« 

• Bee 301.900(h). Pees. 


In Part 202 the following amendment 
is made: 

Mass and Volume 

Section 202.625 is amended to reduce 
the price of items <n> and (q) from 
$4.00 to $2.00. 

(See. 9. 31 8tat. 1460. aa amended; IS Ufi C. 
271. Interpret* or applloe sec. 7. 70 Stat. 
959; 16 UB.C. 275a) 

I. C. Schoonover, 
Acting Director . 

September 17,1965. 

(PE. Doc. 65-10434; Plied. Sept. 30, 1965; 
6:46 a.m.) 


Title 50—WILDLIFE ANO 
FISHERIES 

Chapter I—Bureau of Sport Fisheries 
and Wildlife, Fish and Wildlife 
Service, Department of the Interior 

PART 32—HUNTING 

Cold Springs National Wildlife 
Refuge, Oreg.; Correction 

In Fit. Doc. 65-9526, appearing on 
page 11526 of the issue for Thursday, 
September 9.1965, subparagraph (3) un¬ 
der special conditions should be deleted. 

Harry A. Goodwin. 

Acting Regional Director , 
Portland. Oreg . 

September 23,1965. 

|F.R Doc. 65-10439; Filed. Sept. 30, 1965; 
8:46 ajn.j 


PART 32—HUNTING 

McNary National Wildlife Refuge, 
Wash. 

The following special regulations are 
issued and are effective on date of pub¬ 
lication in the Federal Register. 


§ 32.22 Special regulations; upload 
punt; for individual wildlife refuge 
areas. 

Washington 

MCNARY NATIONAL WILDLIFE REFUGE 

The public hunting of ring-necked 
pheasants on the McNary National Wild¬ 
life Refuge, Wash., Is permitted from 
October 16 through November 7. 1965, 
but only on the area designated by signs 
as open to hunting. This open area, 
comprising 350 acres, is delineated on a 
map available at McNary National Wild¬ 
life Refuge headquarters, Burbank, 
Wash., and from the Regional Director, 
Bureau of Sport Fisheries and Wildlife, 
1002 Northeast Holladay, Portland. 
Oreg.. 97208. 

Hunting shall be in accordance with 
all applicable State and Federal regula¬ 
tions. 

The provisions of this special regula¬ 
tion supplement the regulations which 
govern hunting on wildlife refuge areas 
generally which are set forth in Title 50, 
Code of Federal Regulations, Part 32. 
and are effective through November 7. 
1965. 

Harry A. Goodwin, 

Acting Regional Director. 

Portland, Oreg . 

September 23.1965. 

(PR. Doc. 65-10440; Piled, Sept. 30. 1965; 
8:46 a.m.] 

Title 46—SHIPPING 

Chapter II—Maritime Administration, 
Department of Commerce 

SU6CHAPTIR 6—REGULATIONS AFFECTING 
SUBSIDIZED VESSELS AND OPERATORS 
(General Orders 20. 2d Rev.; 22. Rev.; 74: 31. 
2d Rev.) 

PART 272—POLICY AND PROCEDURE 
REGARDING CONDUCTING OF 
SUBSIDY CONDITION SURVEYS 
AND ACCOMPLISHMENT OF SUB¬ 
SIDIZED VESSEL MAINTENANCE 
AND REPAIRS 

PART 282—UNIFORM SYSTEM OF 
ACCOUNTS FOR OPERATING-DIF¬ 
FERENTIAL SUBSIDY CONTRAC¬ 
TORS 

PART 286—ESTABLISHMENT AND 
MAINTENANCE OF THE STATU¬ 
TORY CAPITAL AND SPECIAL RE¬ 
SERVE FUNDS AND DETERMINA¬ 
TION OF ‘'CAPITAL NECESSARILY 
EMPLOYED IN THE BUSINESS" AND 
"NET EARNINGS" 

PART 292—PROCEDURE TO BE FOL¬ 
LOWED BY OPERATORS IN THE 
RENDITION TO THE MARITIME AD¬ 
MINISTRATION OF ANNUAL AND 
FINAL ACCOUNTINGS UNOER OP¬ 
ERATING-DIFFERENTIAL SUBSIDY 
AGREEMENTS 

Miscellaneous Amendments; 
Correction 

In F.R. Doc. 65-10226 appearing in the 
Fkdeial Register issue of September 28. 


1965 (30 Fit. 12356), there should be 
deleted from the heading references 
preceding the caption “Miscellaneous 
Amendments" the following: (1) "Gen¬ 
eral Orders 30. Rev.; M and 2d Rev." 
enclosed in the brackets and <2> the part 
numbers and headings designated Part 
285 and Part 287. 

Dated: September 28. 1965. 

James S. Dawson. Jr., 
Secretary. 

(F.R. Doe. 65-10519; Filed. Sept. 30. 1W3; 
8:49 Rjn.l 

Title 16—COMMERCIAL 
PRACTICES 

Chapter I — Federal Trade Commission 
(Docket No. 8557o.] 

PART 13—PROHIBITED TRADE 
PRACTICES 

Ace Books, Inc., and Ace News Co., 
Inc. 

Subpart—Discriminating in price un¬ 
der sec. 2. Clayton Act—Payment for 
services or facilities for processing or 
sale under 2(d): 5 13.824 Advertising 
expenses; $ 13.825 Allowances for serv¬ 
ices or facilities . 

(Sec. 6. 38 8Ut. 721; 15 U-8.C. 46. Interpret 
or apply see. 2. 49 8tat. 1526; 15 UJS.C 19) 

|On*© and desist order. Ace Rook*. Inc. 
ct al., New York. N Y.. Docket 8557, June 18, 
1965] 

Order requiring a New York City pub¬ 
lisher of paperback books, and Its affili¬ 
ate, to cease violating section 2(d) of 
the Clayton Act, as amended, by paying 
or contracting for the payment of pro¬ 
motional or display allowances to some 
of their customers while failing to make 
such allowances available on propor- 
tionally equal terms to all other com¬ 
peting customers. 

The order to cease and desist is as 
follows: 

It is ordered. That respondents Ace 
Books, Inc., and Ace News Co., Inc., each 
a corporation, and their respective offi¬ 
cers, employees, agents and representa¬ 
tives. directly or through any corporate 
or other device, in connection with the 
distribution, sale or offering for sale of 
publications, including magazines and 
paperback books, in commerce, as '"com* 
merce*' is defined in the amended ClAyton 
Act. do forthwith cease and desist from 

Paying or contracting for the payment 
of an allowance or anything of value to, 
or for the benefit of, any customer as 
compensation or in consideration for 
any services or facilities furnished by or 
through such customer in connection 
with the handling, offering for sale, sale 
or distribution of publications. Includ¬ 
ing magazines and paperback books, 
published, distributed, sold or offered 
for sale by respondents, unless such pay* 
ment or consideration is affirmatively 
offered or otherwise made available on 
proportionally equal terms to ail of their 
customers competing with such favored 
customer in the distribution of such 
publications, including magazines and 
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paperback books. The word “customer'* 
as used above shall be deemed to mean 
anyone who purchases from a respond¬ 
ent, acting either as principal or agent, 
or from a distributor or wholesaler 
where such transaction with such pur¬ 
chaser Is essentially a sale by such re¬ 
spondent, acting either as principal or 
agent. 

By ' Final Order" further order re¬ 
quiring report of compliance Is as 

follows: 

It is further ordered , That the re¬ 
spondents herein shall, within sixty (80) 
day;; after service upon them of this or¬ 
der, file with the Commission a report 
in writing setting forth in detail the 
manner and form in which they have 
complied with this order. 

li^ued: June 18.1965. 

By the Commission. 1 

[seal] Joseph W. Shea. 

Secretary . 

(Fit Doc. 65-10438; Filed, Sept. SO. 1965; 

8:46 a.nv 1 


Title 33—NAVIGATION AND 
NAVIGABLE WATERS 

Chapter II—Corps of Engineers, 
Department of the Army 

PART 203—BRIDGE REGULATIONS 

Malanzas Pass, Fla., and Ontonagon 
Harbor, Mich. 

1. Pursuant to the provisions of sec¬ 
tion 5 of the River and Harbor Act of 
August 18. 1894 <28 Stat. 362; 33 U.S.C. 
499>, } 203.432a Is hereby prescribed to 
govern the operation of the Florida State 
Road Department bridge across Matanms 
Pass at Fort Myers Beach. Fla., effective 
30 days after publication in the Federal 
Rkclster, as follows: 

| 203.432a Mntnnza* Pam, Fla., Florida 
Slale Road Department bridge (State 
Road 865) at Fort Mym I tear h. 

•a) The owner of or agency control¬ 
ling the bridge shall not be required to 
open the drawspan between the hours of 
4:30 pm. and 6 pm. except on the hour 
and half-hour when the draw shall be 
opened to allow all accumulated vessels 
to pass. 

(b) The drawspan shall be opened at 
any time upon a signal of 4 short blasts of 
a whistle or horn or similar device to al¬ 
low the passage of a tow or vessel in dis¬ 
tress. 

<c) The owner of or agency controlling 
the bridge shall keep conspicuously 
posted on both the upstream and down- 
stream sides of the bridge in such manner 
that they can easily be read at any time, 
signs setting forth the salient features of 
the regulations of tills section. 


1 Conimlwionar Elman** view* on the scope 
« the order are filed as part of the original 
o<«iiment. Commissioner Jones did not 
participate for the reason that oral lurgtt- 
meai was heard prior to her taking the oath 
of office. 


(Regs.. Sept. 21. 1965. 1607-82 (Matansaa 
Pass. Fia.) -KNGCW-ON; sec. 8. 28 Stat. 362; 
33 UJ3.C. 499) 

2. Pursuant to the provisions of sec¬ 
tion 5 of Uie River and Harbor Act of 
August 18. 1894 (28 Stat. 362; 33 UJ3.C. 
499). £ 203.641 is hereby amended with 
respect to paragraph (f) ( 2 ) to govern the 
operation of the Michigan State Highway 
Department bridge across Ontonagon 
Harbor, Mich., effective 30 days after 
publication in the Federal Register, as 
follows: 

§ 203.641 Creat Lakes tributaries; 
bridges where constant attendance of 
draw tenders is not required. 


(f) • • • 

(2) Ontonagon Harbor. Mich.: Mich¬ 
igan State Highway Department bridge 
at Ontonagon. During the winter months 
from January 1 to March 15, inclusive, at 
least 24 hours* advance notice required. 
During the period March 16 to December 
31, inclusive, a bridge tender will be in 
attendance from 6 a m. to 6 pm., ea.t. 
Vessel operators desiring to pass through 
the draw between 6 p.m. and 6 am. can 
contact the office of the sheriff, Onto¬ 
nagon County. Ontonagon, Mich. 


(Regs.. Sept. 17. 1966. 1607-32 (Ontonagon 
River. Mich.) -ENOCW-ON; sec. 6. 28 Stat. 
362; 33 UB.C.499) 


L. H. Walker. Jr.. 
Brigadier General, U.S. Army, 
Acting The Adjutant General, 

(PH. Doc. 65-10437: Filed, Sept. 30. 1966; 
8:46 am.) 


Title 21—FOOD AND DRUGS 

Chapter I—Food and Drug Adminis¬ 
tration, Department of Health, Edu¬ 
cation, and Welfare 

SUBCHAPTIR C—DRUGS 

PART 148e—ERYTHROMYCIN 

Erythromycin Lactoblonate for 
Injection 

Under the authority vested in the Sec¬ 
retary of Health. Education, and Welfare 
by the Federal Food. Drug, and Cosmetic 
Act (sec. 507, 59 Stat. 463 as amended; 
21 U.S.C. 357» and delegated to the Com¬ 
missioner of Food and Drugs by the Sec¬ 
retary <21 CFR 2.90). 5 148e.25 is amend¬ 
ed to change the identification of the 
antibiotic drug from “erythromycin lac- 
tobionate for intravenous infusion" to 
“erythromycin lactoblonate for injec¬ 
tion" and to provide for certification of 
the drug in 500-milligram vials. Ac¬ 
cordingly. the section heading and para¬ 
graph (a) ( 1 ) are changed to read as 
follows: 

§ 1 I8c.25 Erythromycin lurtubionnte for 
injection. 

(a) Requirements for certification — 
(1) Standards of identity , strength, 
quality, and purity. Erythromycin lac¬ 
toblonate for injection is a dry mixture 
of erythromycin lactoblonate and a suit¬ 


able preservative. It contains the equiv¬ 
alent of 300 milligrams, 500 milligrams, 
or 1 gram of erythromycin per vial. It 
is sterile. It Is nonpyrogenic. It is non¬ 
toxic. Its moisture content Is not more 
than 5 percent. Its pH is not less than 
6.5 and not more than 7.5. The eryth¬ 
romycin used conforms to the stand¬ 
ards prescribed by i 148c.l(a> (1) (1), 
Oil), (Iv). (v), and <vl). Each other 
substance used, If Its name is recognized 
in the U. 8 P. or NF., conforms to the 
standards prescribed therefor by such 
official compendium. 

* • • • • 

Since this order only makes available 
a new dosage concentration of an anti¬ 
biotic drug already being certified. I find 
that notice and public procedure and de¬ 
layed effective date arc not necessary 
prerequisites to the promulgation of this 
order. 

Effective date. This order shall be¬ 
come effective on the date of its publica¬ 
tion in the Federal Register. 

(See. 607. 69 Stat. 463 os amended; 21 U.S.C. 
367) 

Dated: September 24, 1965. 

Geo. P. Larrick. 
Commissioner of Food and Drugs. 

(F.R. Doc. 66-10469; Filed, Sept. 30. 1965; 

8:48 am.) 


PART 148x—LINCOMYCIN 
Lincomycin Hydrochloride Injection 

Pursuant to the authority vested in the 
Secretary of Health, Education, and Wel¬ 
fare by the Federal Food. Drug, and Cos¬ 
metic Act (see. 507, 59 Stat. 463 as 
amended; 21 U.S.C. 357) and delegated 
to the Commissioner of Food and Drugs 
by the Secretary (21 CFR 2.90). the reg¬ 
ulation for the antibiotic drug lincomy¬ 
cin hydrochloride Injection is amended 
to provide for the certification of a new 
dosage size labeled for pediatric use. Ac¬ 
cordingly. I148x.3(a) is amended by 
changing subparagraphs ( 1 ) and ( 2 ) to 
read as follows: 

§ 118x.3 Lincomycin hydrochloride in* 
jeetion. 

(a) Requirements for certification — 
(1) Standards of identity, strength, qual¬ 
ity, and purity. Lincomycin hydrochlo¬ 
ride injection is an aqueous solution of 
lincomycin hydrochloride monohydrate 
containing benzyl alcohol as a preserva¬ 
tive. Each Immediate container con¬ 
tains either 1 milliliter. 2 milliliters, or 10 
mllliUtera of a solution containing, in 
each milliliter, 300 milligrams of lin¬ 
comycin and 9 milligrams of benzyl alco¬ 
hol. It is sterile; it posses the toxicity 
test; it is nonpyrogenic; it contains no 
histamine nor histamine-like substances. 
Its pH is not less than 3.0 nor more than 
5.5. The lincomycin hydrochloride mon¬ 
ohydrate used conforms to the standards 
prescribed by | 148x.l (a) <1). Each 
other substance used, if its name is 
recognized in the U.SP. or N.F., con¬ 
forms to the standards prescribed there¬ 
for by such official compendium. 
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(2> Labeling. It shall be labeled In 
accordance with the requirements of 
5 148*3 of this chapter. Ii each imme¬ 
diate container contains only 1 milliliter 
of the drug, the labeling shall Include the 
statement "For pediatric use'*. Its ex¬ 
piration date is 12 months. 

• • • • • 

Since this amendment only makes 
available a new dosage size of an anti¬ 
biotic drug already being certified, after 
determination of safety and efficacy un¬ 
der the provisions of section 507 of the 
Federal Food. Drug, and Cosmetic Act. I 
find that notice and public procedure and 
delayed effective date are not necessary 
prerequisites to the promulgation of this 
order. 

Effective date. This order shall be¬ 
come effective upon publication in the 
Federal Register. 

(Sec. 507, 50 SUt. 463 m amended; 21 UJ3.C. 
367) 

Dated: September 24. 1965. 

Geo. P. Larrick. 

Commissioner of Food and Drugs. 

| PR Doc. 66-10470: Filed. Sept. 30, 1965; 

8:48 ft^n.l 






Proposed Rule Making 


DEPARTMENT OF AGRICULTURE 

Consumer and Marketing Service 
I 7 CFR Port 982 ) 

FILBERTS GROWN IN OREGON AND 
WASHINGTON 

Proposed Free and Restricted Per¬ 
centages For 1965-66 Fiscal Year 

N -tice 1 s hereby given of a proposal to 
establish, for the 1965-66 fiscal year, be¬ 
ginning August 1, 1965, free and re¬ 
stricted percentages of 67 and 33 percent, 
respectively, applicable to filberts grown 
tn Oregon and Washington. The pro¬ 
posed percentages would be established 
tn accordance with the provisions of the 
marketing agreement, as amended, and 
Order No. 983, as amended *7 CFR Part 
982), regulating the handling of filberts 
grown in Oregon and Washington, effec¬ 
tive under the Agricultural Marketing 
Agreement Act of 1937. as amended (7 
U.S C. 601-674). The proposal was rec¬ 
ommended by the Filbert Control Board. 

All persons who desire to submit writ¬ 
ten data, views, or arguments In connec¬ 
tion with the aforesaid proposal should 
file tire same, in quadruplicate, with the 
Hearing Clerk. UB. Department of Agri¬ 
culture, Room 112, Administration Build¬ 
ing. Washington. D.C., 20250. not later 
than 8 days after publication of this 
notice In the Federal Register. All writ¬ 
ten Emissions made pursuant to this 
notice will be made available for public 
inspection at the office of the Hearing 
Clerk during official hours of business 
<7 CFR 1.27(b)). 

The proposed percentages are based 
upon the following estimates (inshell 
weight basis) for the 1965-66 fiscal year. 

<1> Production of 14.46 million 

pounds; 

f 2 ) Total requirements for 1965 crop 
merchantable filberts of 8.82 million 
pounds, which is the sum of an inshell 
trade demand of 950 million pounds and 
provision for Inshell handler carryover 
on July 31. 1966. of 1.0 million pounds, 
less the Inshell handlers carryover on 
August 1 , 1963. of 1.68 million pounds 
not .subject to regulation; and 

( 3) A total supply of merchantable 
Alberta subject to regulation of 13.2 mil¬ 
lion pounds. 

On the basis of the foregoing esti¬ 
mates. free and restricted percentages 
of 67 percent and 33 percent, respec¬ 
tively, appear to be appropriate for the 
19G5-60 season. 

The proposal Is as follows: 

s 982.215 Free and rentrirtrd percent- 
***• for merchantable filbert* during 
the 1965-66 fiscal year# 

it P 5 ? * oUow lng percentages are estab¬ 
lished for merchantable filberts for the 
fiscal year beginning August 1 , 1965: 

Free percentage.. 07 

Restricted percentage.S3 


Dated: September 37,1965. 

Paul A. Nicholson. 

Deputy Director . Fruit and 
Vegetable Division, Consumer 
and Marketing Service . 

|PR. Doc. 69-10449: Piled. Sept. $0. 1965; 
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17 CFR Parts 1008, 1009 1 

(Docket No. AO-266-ASl 

MILK IN GREATER WHEELING AND 
CLARKSBURG, W. VA., MARKET¬ 
ING AREAS 

Notice of Recommended Decision and 
Opportunity To File Written Excep¬ 
tions on Proposed Amendments to 
Tentative Marketing Agreements 
and to Orders 

Pursuant to the provisions of the Agri¬ 
cultural Marketing Agreement Act of 
1937. as amended (7 U.S.C. 601 ct scq.), 
and the applicable rules of practice and 
procedure governing the formulation of 
marketing agreements and marketing 
orders (7 CFR Part 900). notice Is hereby 
given of the filing with the Hearing 
Clerk of this recommended decision with 
respect to proposed amendments to the 
tentative marketing agreements and or¬ 
ders regulating the handling of milk in 
the Greater Wheeling and Clarksburg. 
W. Va., marketing areas. Interested 
parties may fite written exceptions to 
this decision with the Hearing Clerk. 
UB. Department of Agriculture, Wash¬ 
ington, D.C.. 20250. by the 10th day after 
publication of this decision In the Fed¬ 
eral Register. The exceptions should 
be filed in quadruplicate. All written 
submissions made pursuant to this no¬ 
tice will be made available for public 
Inspection at the office of the Hearing 
Clerk during regular business hours (7 
CFR 1.27(b)). 

Preliminary statement. The hearing 
on the record of which the proposed 
amendments, as hereinafter set forth, 
to the tentative marketing agreements 
and to the orders as Amended, were 
formulated, was conducted at Wheeling. 
W. Va.. on July 19. 1965. pursuant to 
notice thereof which was Issued July 8. 
1965 (30F.R. 8355). 

The material issues on the record of 
the hearing relate to: 

1. Revising the Class I price differen¬ 
tials; 

2. The Class II price; 

3. Providing a Class H classification 
for certain designated outlets; 

4. Fooling requirements for supply 
plants; 

5. Dates for announcing Class I prices 
and filing monthly reports; and 

6 . Clarifying order language. 

Findings and conclusions . The fol¬ 
lowing findings and conclusions on the 
material Issues are based on evidence 


presented at the hearing and the record 
thereof: 

1 . Revising the Class f price differen¬ 
tial . No change should be made in the 
annual level of the Greater Wheeling or 
Clarksburg Class I price differentials. 
However, the Class I price differential 
for each order, which is now 46 cents 
higher in August through March than 
In April through July, should be the same 
for each month of the year. 

The annual average Class I differen¬ 
tials in the present Greater Wheeling 
and Clarksburg orders are $1.73 and 
$1.98. respectively. The Greater Whee¬ 
ling differential Is $ 1.88 for August 
through March and $1.43 in April 
through July. The Clarksburg monthly 
differential Is $2.13 in the August-March 
period and $1.67 In other months. 

Both producers and handlers made 
various proposals to revise the Class I 
differentials. The producer proposals 
would Increase the present level of Class 
I differentials by 2 cents under both the 
orders. Handlers' proposals would re¬ 
duce the Clarksburg Class I differential 
25 cents. Both producers and handlers 
proposed replacing seasonal Class 1 dif¬ 
ferentials with uniform Class I differ¬ 
entials throughout the year. All testi¬ 
mony on Class I differentials favored 
this latter proposal. 

With the advent of new and better 
highways, improved and larger transpor¬ 
tation equipment, better refrigeration 
facilities for storing and moving milk, 
and the consolidation of processing and 
packaging operations tn highly auto¬ 
mated plants. Greater Wheeling and 
Clarksburg handlers are increasingly 
being subjected to competition for Class 
I sales by handlers under nearby Fed¬ 
eral orders. The changes in transporta¬ 
tion. refrigeration and processing also 
permit multiple plant handlers under the 
orders to consolidate their operations In¬ 
to one plant. 

Handlers regulated by the Northeast¬ 
ern Ohio. Columbus. Greater Youngs- 
town-Warren. Tri-State, and Clarksburg 
orders have Class I distribution In the 
Greater Wheeling marketing area. Tri- 
State and Greater Wheeling order han¬ 
dlers have distribution in the Clarksburg 
marketing area. In addition, Greater 
Wheeling and Clarksburg handlers com¬ 
pete with handlers regulated by these 
various orders outside their respective 
marketing areas. 

The Greater Wheeling and Clarksburg 
Class I differentials In August through 
March are 46 cents more than in other 
months and 15 cents greater than the 
average for the year. In the nearby 
Columbus and Tt 1-State order markets, 
the monthly Class I differentials are un¬ 
changed throughout the year. 

Producers claim that the wide sea¬ 
sonal price differentials under the 
Greater Wheeling and Clarksburg orders 
cause the loss of Class I sales by the 
producers to milk priced under other 
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orders. Moreover, they claim that such 
sales once lost are too frequently never 
recovered. Both producers and han¬ 
dlers. in support of their position for a 
uniform Class I differential, contend 
that it will enable local handlers to com¬ 
pete more effectively throughout the year 
in their common sales areas with han¬ 
dlers regulated under other orders. 

The supply of milk for the Clarksburg 
market relative to its Class I require¬ 
ments does not warrant reducing the 
annual level of the Class I differentials at 
this time. (There was no proposal at 
the healing to lower the Wheeling Class 
I differential.) Of the 154 million 
pounds of producer milk priced under the 
Clarksburg order in the 24 months end¬ 
ing June 30. 1965, 129 million pounds 
(84 percent) was Class L The lowest 
monthly Class I utilization in this two- 
year period was 70 percent in May 1965 
and the highest 91 percent in October 
1964. However, if the present level of 
Class I prices obtains significantly In¬ 
creased supplies for the market, a reduc¬ 
tion in the level of Class I prices w r ould 
be obtained by action of the supply-de¬ 
mand provisions of the order. 

Although producers requested a two- 
cent Increase in the Class I price dif¬ 
ferentials under the Greater Wheeling 
and Clarksburg orders, it was not shown 
that such increase is Justified by supply- 
demand conditions in the two markets or 
is otherwise warranted under current 
conditions. Moreover, as set forth above. 
Greater Wheeling and Clarksburg han¬ 
dlers arc Increasingly being subjected to 
competition for Class I sales by other 
order handlers. Increasing Class I dif¬ 
ferentials at this time could tend to dis¬ 
advantage Greater Wheeling and Clarks¬ 
burg handlers in competing with these 
other order handlers. 

Presently, the Clarksburg Class I price 
may not exceed the Greater Wheeling 
Class I price for the same month by more 
than 35 cents or be less than such price 
plus 15 cents. In addition to competition 
from the Greater Wheeling market, there 
is also route distribution In the Clarks¬ 
burg market from a Marietta, Ohio, plant 
regulated under the Tri-State order and 
subject to the Athens district Class I 
price of that order. Wheeling and Mari¬ 
etta arc 90 and 75 miles, respectively, 
from Clarksburg. The Marietta handler 
recently expanded substantially his Class 
I outlets in the Clarksburg market. 

The growing competition between 
Clarksburg and Tri-State handlers re¬ 
quires that unduly disparate monthly 
Class I prices in the two markets be 
avoided. A constructive step in this re¬ 
gard is to use the Tri-State Class I price 
for the Athens district with the Greater 
Wheeling Class I price In establishing 
limits for the Clarksburg Class I price. 
This would be accomplished by provid¬ 
ing that the Clarksburg Class I price shall 
not be above the average of the Tri-State 
Athens district and the Greater Wheel¬ 
ing order Class I prices for the same 
month by more than 35 cents or be less 
than such average price plus 15 cents. 

2 . The Class II price. The Class n 
price should be established at the level of 
the basic formula price, but not in ex¬ 
cess of the price resulting from a butter- 
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nonfat dry milk formula plus 10 cents. 
For the year ending June 30. 1965, this 
would have obtained an average Class n 
price of 83.17; the actual Class n price 
under the Greater Wheeling and Clarks¬ 
burg orders In the same twelve months 
averaged $3.15. 

The basic formula price for the Greater 
Wheeling and Clarksburg orders is the 
average price per hundredweight paid 
for manufacturing grade milk in Minne¬ 
sota and Wisconsin as reported by the 
United State Department of Agriculture, 
adjusted to a 3.5 percent butterfat test. 
This price series, which is the basic for¬ 
mula used In most Federal orders for 
determining Class I prices, has also 
gained wide acceptance in the various 
orders as a formula for pricing milk used 
for manufacturing purposes. 

The Class n price In the Greater 
Wheeling and Clarksburg orders Is now 
thchlghest of: (1) A formula price based 
on the market prices of butter and non¬ 
fat dry milk, (2) the average reported 
paying prices of a limited number of milk 
manufacturing plants In Wisconsin and 
Michigan (Midwest condenscry price), 
and (3) a formula price based on the 
market prices for butter and Cheddar 
cheese. 

In none of the 30 months from Janu¬ 
ary 1963 through June 1965 was the Class 
n price the formula price based on but¬ 
ter and Cheddar cheese prices. The but¬ 
ter-nonfat dry milk formula was the 
Class n price in 10 months and the Mid¬ 
west condenscry price was the Class II 
price in the remaining 20 months. 

The Midwest condensery price Is not 
now as representative a price of manu¬ 
facturing grade milk as it was when first 
incorporated into the order. Originally, 
the Midwest condensery price was based 
on the reported paying prices of 18 plants 
in Wisconsin and Michigan. The num¬ 
ber of such plants has now dwindled to 
six and these are operated by four firms. 
Because of the relatively few plants now 
included in the Midwest condensery se¬ 
ries, it would not be practicable to con¬ 
tinue to rely on this series as an accurate 
measure of manufacturing milk values. 

Producers proposed that prices paid at 
manufacturing plants in Wisconsin and 
Minnesota be used In establishing the 
Class II prices under the Greater Wheel¬ 
ing and Clarksburg orders. Several 
handlers, although supporting the use of 
the average price in the two-State area 
in determining Class n prices, proposed 
further that this price be limited to no 
more than 10 cents over a butter-nonfat 
dry milk price formula. This latter for¬ 
mula Is used for the same purpose in a 
number of Federal orders, including the 
nearby Northeastern Ohio and Columbus 
orders. Utilizing it in the Greater 
Wheeling and Clarksburg orders will 
tend to insure a Class n price level con¬ 
sistent with that prevailing in the area. 

Information on the prices paid at man¬ 
ufacturing plants in Wisconsin is assem¬ 
bled by the State-Federal Crop Report¬ 
ing Service. A large number of manu¬ 
facturing plants are included in the 
monthly sample on which average prices 
and butterfat content information is 
based. Plant operators report the total 
pounds of manufacturing grade milk re¬ 


ceived from farmers, the total butt* rfat 
content, and total dollars paid to dairy 
farmers for such milk, I .o.b. plant, sim* 
liar information Is assembled for Minne¬ 
sota manufacturing plants. These 
prices are available on a current month 
basis and are announced on or before the 
fifth day of the following month. 

The Minnesota-Wisconsin series for 
manufacturing grade milk reflects price 
information In each of the two states 
weighted by the proportionate amount of 
manufacturing milk produced In each 
state. The series is based upon a large 
sample of plants located in the remain¬ 
ing large production area of manufac¬ 
turing grade milk in the United States. 
Competition for this milk is strong in 
both states. Consequently, no firm or 
group of firms can have a significant in¬ 
fluence upon the level of prices. 

The Class n price provisions recom¬ 
mended herein will return to producers a 
value for their milk consistent with the 
value of milk used in the manufacture 
of similar products In nearby marke ts. 

The average of the prices paid farmer* 
in the various states for manufacturing 
grade milk, as reported by the statistical 
Reporting Service, U.S. Department of 
Agriculture, is at the weighted averaged 
butterfat test of such milk. Since the 
class prices of the orders are based on 
a 3.5 percent butterfat basis, it is neces¬ 
sary that the announced Minnesota-Wis¬ 
consin price be adjusted to this basis. 
Official notice is here taken of the 
amendment to the Chicago order which 
became effective September 1, 1961 <26 
Fit. 7957). This amendment provides 
for using the Mlnnosota-Wisconsln price 
as the Class XU price and adjusting it to a 
3.5 percent butterfat basis by a differen¬ 
tial equal to the Chicago butter price for 
the month times 0.12. This factor is an 
appropriate and representative value of 
butterfat In the area covered by the 
Greater Wheeling and Clarksburg orders 
and should likewise be used In these or¬ 
ders for adjusting the announced Minne¬ 
sota-Wisconsin price to a 3.5 percent 
basis. 

3. Providing a Class II classification 
for certain designated outlets, (a) Skim 
milk and butterfat in fluid milk products 
dumped or disposed of tor livestock feed 
should be classified as Class U. Present¬ 
ly, only the skim milk portion of fluid 
milk products so disposed of may be so 
classified. 

Clarksburg and Wheeling handlers 
have certain amounts of fluid milk prod¬ 
ucts that they are unable to dispose of 
for Class I uses Allowing a Class II 
classification for both the skim milk and 
butterfat contained In fluid milk prod¬ 
ucts dumped or disposed of for livestock 
feed will recognize the impracticability 
of Clarksburg and Wheeling handlers' 
recovering the butterfat In route returns 
and other fluid milk products that are 
not salable as Class I. 

The orders now provide as n condi¬ 
tion for obtaining a Class n classification 
for fluid milk products dumped that the 
market administrator be notified prior 
to such disposition and afforded the 
opportunity for verification. Retaining 
this condition will insure the practical 
application of this provision. 
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<b) The proposal to classify as Class 
n sour cream mixtures to which cheese 
or any food substance other than a m ilk 
product has been added and which are 
not labeled Grade A should be adopted. 
Products that are blends of cultured sour 
cream with cheese and nondairy food in- 
-rediente arc known as dip specialty 
products. Those products are not label¬ 
ed Grade A and compete with similar 
products distributed in the Clarksburg or 
Greater Wheeling marketing areas that 
arc not subject to the orders. 

since Class I milk should include prod¬ 
ucts which are required to be made from 
Grade A milk, sour cream mixtures 
which are labeled Grade A should re¬ 
main in Class I. Sour cream mixtures 
sold in either marketing area as a Grade 
A product must be made from Grade A 
milk. However, if they are not labeled 
Grade A, they may be made from non- 
Grade A milk. 81nce such dip specialty 
products may be. and are. sold In these 
marketing areas as non-Grade A prod¬ 
ucts. they should not be included in 
Class I unless labeled Grade A. 

4 Pooling requirements for supply 
plants. A plant should be permitted to 
qualify for pooling as a supply plant in 
any month of February through August 
on the basis of its shipments to distribut¬ 
ing plants during such month. 

A plant now acquires pool status as 
a supply plant in any month of Septem¬ 
ber through January by shipping 55 per¬ 
cent of its receipts from dairy fanners 
to distributing plants A qualified supply 
plant In each of the five months of Sep¬ 
tember through January is accorded pool 
plant status for the following seven 
months. However, the Greater Wheel¬ 
ing and Clarksburg orders do not now 
qualify for pooling as a supply plant in 
February through August a plant that 
was not a supply plant in each of the 
preceding months of September through 
January, irrespective of the quantity of 
milk shipped by such plant to distribut¬ 
ing plants during the month. 

A producer association proposed that 
a plant be permitted to qualify for pool¬ 
ing os a supply plant in any month of 
February through August on the same 
basis now provided for qualifying in Sep¬ 
tember through January, by shipping at 
least 55 percent of its receipts from dairy 
farmers during the month to distributing 
plants. This proposal would leave un¬ 
changed the provision In the orders that 
accords pool plant status in February 
through August to those plants qualified 
a* supply plants In the preceding months 
of September through January. There 
was no opposition at the hearing to en¬ 
abling a plant to pool as a supply plant in 
February through September on the 
basis of its shipments to distributing 
plants during the month. 

No supply plants now regularly serve 
the Greater Wheeling and Clarksburg 
order markets and it is not contem¬ 
plated that there will be in the immedi¬ 
ate future. However, provision should 
he made to enable a plant to participate 
in the pool as a supply plant In any 
month that a substantial portion of its 
receipts from dairy farmers are shipped 
to Greater Wheeling or Clarksburg order 
distributing plants. Such stipply plant 
No. lOO-^Pt. i- 3 
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may reasonably be considered an in¬ 
tegral part of the market supply during 
such month. 

The basis on which a plant may now 
qualify for pooling as a supply plant in 
September through January Is appro¬ 
priate for determining pool plant status 
for the months of February through 
August; Le.. shipping 55 percent of a 
plant’s receipts from dairy farmers dur¬ 
ing the month In the form of fiuid milk 
products to distributing plants. 

5. Dates for announcing Class / prices 
and filing monthly reports. <a> The 
proposal to change the date by which 
the Class I price and Class I buttorfat 
differential must be announced from the 
11th to the 5th day of the month should 
be denied. 

Proponent handler stated that the 
earlier date for announcing the Class I 
price and Class I butterfat differential 
would be helpful to handlers since the 
month is one-third over before they 
know the c06t of their Class I milk. He 
claimed further that a number of Fed¬ 
eral orders provide for such announce¬ 
ments by the 5th day of the month. 

The Greater Wheeling and Clarksburg 
orders use pool plants' receipts and utili¬ 
zation of milk in the first and second 
preceding months In determining the 
supply-demand adjustment applicable 
to the Class I price. Receipts and utili¬ 
zation data for the first preceding month 
are not available prior to the 11th day 
of the month. There was no proposal 
at the hearing to change the computa¬ 
tion of the supply-demand adjustment 
under either order. Consequently, since 
supply-demand data for the previous 
month are not available prior to the Uth 
day of the month, it is impossible for 
the market administrator to announce 
the Class I prices prior to that date. 

<b) The proposal to change the date 
by which handlers must file monthly 
reports from the 7th day of the follow¬ 
ing month to the 5th working day or 
5th day excluding weekends should be 
denied. This proposal would extend the 
time for filing reports by one additional 
day when there is a legal holiday during 
the first 7 days of the month. 

The proposal was supported at the 
hearing by only one handler witness. 
Nothing contained in the record would 
indicate that other handlers are having 
difficulty In submitting their reports to 
the market administrator when due. 

The monthly reports of handlers are 
the basic data used by the market ad¬ 
ministrator to compute the monthly 
uniform price, which he is required to 
announce by the Uth day of the follow¬ 
ing month. Any delay in completing 
the uniform price computation would 
set back the date that producers would 
be paid for their deliveries. There was 
no proposal before the hearing to set 
back dates of payment to producers. 

The orders now provide that payments 
to producers, if paid through a coopera¬ 
tive association, be made on or before the 
13th day of the following month; if 
made directly to the producer by a han¬ 
dler. the payment date is the 15th. Any 
change In the time for filing reports 
would require changing the dates for 
announcing the uniform prices and for 
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paying producers. Therefore, it is not 
possible to extend the time for filing 
monthly reports without giving consid¬ 
eration to providing a later date for an¬ 
nouncing the uniform price and for pay¬ 
ing producers. It would not be reason¬ 
able to delay producer payments on the 
basis of the limited nature of the prob¬ 
lem involved in the proposed change. 

6 . Clarifying order language. ia> The 
classification of shrinkage on producer 
milk which is caused by a handler to be 
delivered to another handler’s pool plant 
should be permitted only at the plant of 
physical receipt. 

The Greater Wheeling and Clarksburg 
orders classify in Class II the shrinkage 
at a handler’s plant that is not in excess 
of two percent of his receipts of milk 
from producers, cooperative associations, 
other order plants, unregulated supply 
plants and milk caused by the handler 
to be delivered to another handler’s pool 
plant. This provision docs not clearly 
Indicate which handler may claim the 
Class n shrinkage allowance on producer 
milk diverted between pool plants. Pro¬ 
ducers proposed revising tills provision 
to specify that only the handler operat¬ 
ing the pool plant at which the milk is 
physically received is permitted to In¬ 
clude this milk In his shrinkage com¬ 
putation. 

The practice in the market has been 
to compute shrinkage on producer milk 
only at the plant of physical receipt. 
Proponents stated their proposal was 
made to Insure that this practice would 
be continued. 

<b) The phrase “if exempted pursuant 
to this paragraph” contained in the pro¬ 
visions (5$ 1008.61<a> and 1009.61(a)) 
which exempt a distributing plant from 
pool plant status when it is regulated 
under another Federal order should read 
“is exempted pursuant to this para¬ 
graph.” The word “if" In the present 
provisions does not conform with the re¬ 
maining language and should be replaced 
by the word “is”. 

Rulings on proposed findings and con¬ 
clusions. Briefs and proposed findings 
and conclusions were filed on behalf of 
certain interested parties. These briefs, 
proposed findings and conclusions and 
the evidence in the record were consid¬ 
ered in making the findings and conclu¬ 
sions set forth above. To the extent that 
the suggested findings and conclusions 
filed by Interested parties are inconsist¬ 
ent with the findings and conclusions set 
forth herein, the requests to make such 
findings or reach such conclusions are 
denied for the reasons previously stated 
in this decision. 

General findings . The findings and 
determinations hereinafter set forth are 
supplementary and In addition to the 
findings and determinations previously 
made in connection with the issuance of 
the aforesaid orders and of the previ¬ 
ously Issued amendments thereto; and 
all of said previous findings and determi¬ 
nations are hereby ratified and affirmed, 
except Insofar as such findings and de¬ 
terminations may be in conflict with the 
findings and determinations set forth 
herein. 

(a) The tentative marketing agree¬ 
ments and the orders, as hereby proposed 
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to be amended, and all of the terms and 
conditions thereof, will tend to effectuate 
the declared policy of the Act; 

(b) The parity prices of milk as deter¬ 
mined pursuant to section 2 of the Act 
are not reasonable In view of the price 
of feeds, available supplies of feeds and 
other economic conditions which affect 
market supply and demand for milk in 
the marketing areas, and the minimum 
prices specified In the proposed market¬ 
ing agreements and the orders, as hereby 
proposed to be amended, are such prices 
os will reflect the aforesaid factors, In¬ 
sure a sufficient quantity of pure and 
wholesome milk, and be in the public 
interest; and 

(c) The .tentative marketing agree¬ 
ments and the orders, as hereby pro¬ 
posed to be amended, will regulate the 
handling of milk In the some manner as. 
and will be applicable only to persons 
In the respective classes of Industrial 
and commercial activity specified In. a 
marketing agreement upon which a 
hearing has been held. 

Recommended Marketing Agreements 
and Orders Amending the Orders. The 
following orders amending the orders as 
amended regulating the handling of milk 
in the Greater Wheeling and Clarksburg, 
West Virginia marketing areas arc rec¬ 
ommended as the detailed and appropri¬ 
ate means by which the foregoing con¬ 
clusions may be carried out. The rec¬ 
ommended marketing agreements are 
not included In this decision because the 
regulatory provisions thereof would be 
the same as those contained In the or¬ 
ders, as hereby proposed to be amended: 

Os Dm Amending tiik Order Regulating 

the Handling of Milk in the Greater 

Wheeling. West Virginia Marketing 

Area 

1. Section 1008.9 Is revised to read as 
follows: 

{ 1008.9 Supply plant. 

“Supply plant" means an approved 
plant from which, during the month, 
fluid milk products equal to not less than 
55 percent of Its receipts from dairy 
farmers who meet the Inspection re¬ 
quirements pursuant to 1 1008.6 and 
from a cooperative association as a han¬ 
dler pursuant to 9 10 Q 8 . 12 tc) arc shipped 
to distributing plants or plants de¬ 
scribed in 9 100C.10<c) which during the 
month dispose of as Class I milk on 
routes described In 9 1008.8(a), a vol¬ 
ume not less than 55 percent of the sum 
of: (a) Milk received by the plant from 
producers pursuant to 9 1008.14 (a) and 
<b); (b) milk caused to be delivered to 
the plant pursuant to 9 1008.63; and (c) 
any other fluid milk product received by 
the plant and eligible for distribution In 
the marketing area under a Grade A 
label: Provided , That if a plant qualifies 
as a supply plant pursuant to this sec¬ 
tion in each of the months of Septem¬ 
ber. October, November. December, and 
January, such plant shall be a pool 
plant until the end of the following 
August, unless the operator requests in 
writing that such plant not be a pool 
plant beginning In the menth following 
the date of such request. 


2. Section 1008.15 Is revised to read as 
follows: 

§ 1008.15 Fluid milk product. 

•'Fluid milk product" means milk, skim 
milk, buttermilk, flavored milk, flavored 
milk drinks, yogurt, cream or any mix¬ 
ture in fluid form of milk, skim milk 
and cream (except sterilized products 
packaged in hermetically sealed con¬ 
tainers, eggnog, ice cream mix, aerated 
cream and sou^ream mixtures to which 
cheese or any food substance other than 
a milk product has been added and 
which is not disposed of under a Grade 
A label). 

3. In 9 1008.41(b). subparagraphs (5) 
and ( 8 ) are revised to read as follows: 

§ 1008.41 (.la&M'i* of utilization. 

• • • • • 

Cb) Class U milk. • • • 

(5) Disposed of for livestock feed or 
dumped subject to prior notification to 
and inspection (at his discretion) by the 
market administrator; 

( 6 ) In shrinkage of skim milk and 
butterfat. respectively, assigned pursu¬ 
ant to 9 1008.42(b) (1). but not to exceed 
two percent of the total receipts of skim 
milk or butterfat in the following: 

(I) Producer milk except that diverted 
pursuant to 9 1008.0 or caused to be de¬ 
livered to another handler's plant pursu¬ 
ant to 9 10C8 63: 

(II) Milk received from a handler pur¬ 
suant to 9 1008.12(c); 

(ill) Milk physically received at a pool 
plant that was caused to be delivered to 
such plant by another handler pursuant 
to 9 1008.63; 

(iv) Receipts of fluid milk products 
jn bulk from an other order plant, ex¬ 
clusive of the quantity for which Class 
n utilization was requested by the op¬ 
erator of such plant and the handler; 
and 

(v) Receipts of fluid milk products in 
bulk from unregulated supply plants, ex¬ 
clusive of the quantity for which Class n 
utilization was requested by the handler; 
and 

• • • • • 

4. Section 1008.51 is revised to read 
as follows: 

§ 1008.51 Class price*. 

Subject to the provision of 99 1008.52 
and 1008.53. the minimum class prices 
per hundredweight of milk containing 
3.5 percent butterfat to be paid by each 
handler for milk received at his pool 
plant from producers during the month 
shall be determined as follows: 

(a) Class l milk price. The Class I 
milk price shall be the basic formula 
price for the preceding month plus $1.73, 
subject to the adjustment provided in 
subparagraph ( 1 ) of this paragraph: 

(I) Add if the utilization percentage 
calculated pursuant to subparagraph ( 2 ) 
of this paragraph is less than or sub¬ 
tract if it is more than, the standard 
utilization range, an amount determined 
by multiplying the net utilization per¬ 
centage calculated pursuant to subpara¬ 
graph (3) of this paragraph by 2 cents: 
Provided , That the result of the com¬ 


putation pursuant to this subparagraph 
shall be adjusted to an amount which 
does not differ by more than 15 cents 
from the "supply-demand adjustment* 
for the preceding month pursuant to Part 
1036 (Northeastern Ohio) of this 
chapter; 

(2) Calculate a utilization percentage 
for each month by dividing the net hun¬ 
dredweight of Class I milk disposed of 
during the first nnd second preceding 
months from pool plants at which less 
than 50 percent of total receipts is milk 
from a plont(s) fully regulated pursuant 
to another order issued pursuant to the 
Act into the total hundredweight of pro¬ 
ducer mi!k received at such pool plants 
during the same months, mulUplylnc: by 
100 , and rounding the resultant figure to 
the nearest whole number; 

(3) Calculate a net utilization percent¬ 
age by determining the amount by which 
the utilization percentage calculated pur¬ 
suant to subparagraph ( 2 ) of this para¬ 
graph exceeds the higher figure or is less 
than the lower figure of the standard 
utilization range in the following table: 



(b) Class II milk price. The Class II 
milk price shall be the basic formula 
price for the month: Provided , That such 
Class n price shall not be more than 
the sum of subparagraphs ( 1 ) and (2) 
of this paragraph plus 10 cents, rounded 
to the nearest cent: 

<1) From the Chicago butter price for 
the month, subtract three cents, add 20 
percent of the resulting amount and mul¬ 
tiply by 3.5; and 

(2) From the weighted average of the 
carlot prices per pound of spray process 
nonfat dry milk solids for human con¬ 
sumption, f.o.b. manufacturing plants In 
the Chicago area, as published for the 
period from the 26th day of the immedi¬ 
ately preceding month through the 25th 
day of the current month by the Depart¬ 
ment of Agriculture, deduct 5.5 cenls. 
multiply by 8.5 and then multiply by 
0.965. 

§ 1008.61 [Amended] 

5. In 1 1008.61(a), the language "if 
exempted pursuant to this paragraph" is 
revised to read "is exempted pursuant to 
this paragraph". 

Order Amending the Order Regulating 
the Handling of Milk in the Clarks¬ 
burg, West Virginia Marketing Area 

1. Section 1009.9 is revised to read as 
follows: 
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§1009.9 Supply plant. 

Supply plant*’ means an approved 
plant from which, during the month, 
fluid milk products equal to not less than 
55 percent of its receipts from dairy 
farmers who meet the Inspection re¬ 
quirements pursuant to 3 1009.6 and from 
a cooperative association as a handler 
pursuant to 3 1009.12(c) are shipped to 
distributing plants or plants described in 
f 1009.10(c) which during the month 
dispose of as Class I milk on routes de¬ 
scribed in 3 1009.8<a). a volume not leas 
than 55 percent of the sum of: (a) Milk 
received by the plant from producers 
puz-suant to 3 1009.14 (a) and (b>: <b) 
milk caused to be delivered to the plant 
pursuant to 3 1009.63; and (c) any other 
fluid milk product received by the plant 
and eligible for distribution In the mar¬ 
keting area under a Grade A label: Pro¬ 
vided, That if a plant qualifies as a sup¬ 
ply plant pursuant to this section in each 
of the months of September. October. 
November, December, and January, such 
plant shall be a pool plant until the end 
of the following August, unless the op¬ 
erator requests in writing that such 
plant not be a pool plant beginning in 
the month following the date of such 
request. 

2. Section 1009.15 is revised to read as 

follows: 

§ 1009*15 Fluid milk product. 

"Fluid milk product" means milk, 
skim milk, buttermilk, flavored milk, 
flavored milk drinks, yogurt, cream or 
any mixture in fluid form of milk, skim 
milk and cream (except sterilized prod¬ 
ucts packaged in hermetically sealed con¬ 
tainers. eggnog. Ice cream mix. aerated 
cream and sour cream mixtures to which 
cheese or any food substance other than 
a milk product has been added and 
which is not disposed of under a Grade A 
label). 

3. In 3 1009.41(b), subparagraphs (5) 
an <6> are revised to read as follows: 

§1009.41 Claaara of utilization. 

• • a • a 

<b) Class II milk. • • • 

'5) Disposed of for livestock feed or 
dumped subject to prior notification to 
and inspection (at his discretion) by the 
market administrator; 

< 6 > In shrinkage of skim milk and 
butterfat. respectively, assigned pursu¬ 
ant to 3 1009.42(b)(1), but not to ex¬ 
ceed two percent of the total receipts of 
iddm milk or butterfat In the following: 

<i) Producer milk except that diverted 
pursuant to § 1009.6 or caused to be de¬ 
livered to another handler's plant pur¬ 
suant to 5 1009.63; 

<ii) Milk received from a handler pur¬ 
suant to 3 1009.12(0: 

<lli> Milk physically received at a pool 
plant that was caused to be delivered to 
such plant by another handler pursuant 
to | 1009.63: 

<iv> Receipts of fluid milk products In 
bulk from an other order plant, exclu¬ 
sive of the quantity for which Class n 
utilization was requested by the operator 
of such plant and the handler; and 

Receipts of fluid milk products in 
bulk from unregulated supply plants, ex¬ 


clusive of the quantity for which Class II 
utilization was requested by the handler; 
and 


4. Section 1009.51 is revised to read as 
follows: 

§ 1009.51 (1a** prim. 

Subject to the provisions of 33 1009.52 
and 1009.53, the minimum class prices 
per hundredweight of milk containing 
3.5 percent butterfat to be paid by each 
handler for milk received at his pool 
plant from producers during the month 
shall be determined as follows: 

(a) Class l milk price. The Class I 
milk price shall be the basic formula 
price for the preceding month plus $1.98, 
subject to the adjustment provided In 
subparagraph ( 1 ) of this paragraph: 
Provided, That the Class I price shall not 
be more than 35 cents in excess of, nor 
less than 15 cents in excess of, the aver¬ 
age of the Class I prices for the same 
month pursuant to Part 1008 (Greater 
Wheeling) of this chapter and at Athens 
district plants pursuant to Part 1005 
(Tri-State) of this chapter: 

(1) Add If the utilization percentage 
calculated pursuant to subparagraph ( 2 ) 
of this paragraph is less than or subtract 
if it is more than, the standard utiliza¬ 
tion range, an amount determined by 
multiplying the net utilization percent¬ 
age calculated pursuant to subparagraph 
(3) of this paragraph by 2 cents; 

(2) Calculate a utilization percentage 
for each month by dividing the net 
hundredweight of Class I milk disposed 
of during the first and second preceding 
months from pool plants at which less 
than 50 percent of total receipts is milk 
from a plant(s) fully regulated pursu¬ 
ant to another order issued pursuant to 
the Act Into the total hundredweight of 
producer milk received at such pool 
plants during the same months, multi¬ 
plying by 100 . and rounding the resultant 
figure to the nearest whole number; 

(3) Calculate a net utilization per¬ 
centage by determining the amount by 
which the utilization percentage calcu¬ 
lated pursuant to subparagraph ( 2 ) of 
this paragraph exceeds the higher figure 
or is less than the lower figure of the 
standard utilization range In the fol¬ 
lowing table: 


Month fur 
which prior 

> Mouth* for which avrr- 
•ft utiiiiatlrm if 
computed 

January.,- 

March... 

November* I >ocrnil*T .. 
December-January 

January-February . 

February-March 

March-A jell - 

A tail-May _ 

May* June. 

June-Ju]> 

July-Augurt.. 

Aufu»t-8ept«m!wr ... 
Septembcr-Octobcr 
October* Novrm her 

Arril 

May. 

June.. . 

Ju)> 

Atonut _ 

September.. 

October _ 

November-., 
Dccv-tnbcr- 


Standard 

miliruUuct 

perwatafm 


Mini¬ 

mum 

Maxi¬ 

mum 

II? 

120 

117 

120 

111) 

US 

llfi 

US 

117 

120 

120 

182 

186 

U9 

126 

120 

117 

120 

118 

116 

m 

116 

117 

120 


(b) Class II milk price. The Class II 
milk price shall be the basic formula 
price for the month: Provided . That such 
Class n price shall not be more than 
the sum of subparagraphs < 1 ) and ( 2 ) 


of this paragraph plus 10 cents, rounded 
to the nearest cent: 

(1) From the Chicago butter price for 
the month, subtract three cents, add 20 
percent of the resulting amount and 
multiply by 3.5; and 

<2> From the weighted average of the 
c&rlot prices per pound of spray process 
nonfat dry milk solids for human con¬ 
sumption. f.o.b. manufacturing plants in 
the Chicago area, as published for the 
period from the 26th day of the Im¬ 
mediately preceding month through the 
25th day of the current month by the 
Department of Agriculture, deduct 5.5 
cents, multiply by 8.5 and then multiply 
by 0.965. 

§ 1009.6) [ Amended] 

5. In 3 1009.61(a). the language “if 
exempted pursuant to this paragraph" 
is revised to read "is exempted pursuant 
to this paragraph ". 

Signed at Washington, DC., on Sep¬ 
tember 28.1965. 

CLARENCE H. GlRARD. 

Deputy Administrator, 
Regulatory Programs. 

|F.R. Doc. 66-10477; Filed. Sept. 30. 1966, 
8:49 am.| 

INTERSTATE COMMERCE 
COMMISSION 

[ 49 CFR Pori 77 1 

| Docket No. 3666: Notice 601 

TRANSPORTATION OF EXPLOSIVES 
AND OTHER DANGEROUS ARTICLES 

Required Exterior Marking on Motor 
Vehicles and Combinations 

September 21, 1965. 

The Commission is in receipt of ap¬ 
plications for early amendment of the 
above-entitled regulations insofar as they 
apply to shippers in the preparation of 
articles for transportation, and to all 
carriers by rail and highway. The pro¬ 
posed amendments are set forth below. 

Applications for the proposed amend¬ 
ments have been the subject of ex¬ 
changes and study by various Interested 
parties, in which substantial agreement 
has been reached. 

Any party desiring to make repre¬ 
sentations in favor of or against the pro¬ 
posed amendments may do so through 
the submission of written data, views, or 
arguments. The original and five copies 
of such submission may be filed with the 
Commission on or before December 20. 
1965. The proposed amendments arc 
subject to change or changes that may 
be made as a result of such submissions. 

Notice to the general public will be 
given by depositing a copy of this notice 
in the Office of the Secretary of the 
Commission, for public inspection, and 
by filing a copy of the notice with the 
Director. Office of the Federal Register. 
(62 8tAt 738. 74 8tat. 806. 18 U.S.C 834) 

By the Commission. Explosives and 
Other Dangerous Articles Board. 

[seal! H. Neil Garson, 

Secretary. 
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PROPOSED RULE MAKING 


Amend entire 5 77.823 (28 F.R, 18799. 
Dec. 29.1964) to read as follows: 

§ 77.823 Required exterior marking on 
motor vehicles am! rombinations. 


(a) Every carrier operating, hauling, 
or In any manner using, a motor vehicle 
or trailer containing any explosive or 
other dangerous article as specified In 
subparagraph ( 1 ) of this paragraph and 
paragraph (b) of this section shall cause 
every motor vehicle, trailer, or combina¬ 
tion vehicle, at all times while containing 
such explosive or other dangerous article, 
or combination of such articles, to dis¬ 
play markings or placards in accordance 
with the following requirements. 

( 1 ) The marking or placards required 
to be displayed on each motor vehicle 
or trailer shall be as follows: 


Commodity 

Explosive*, class A. any 
quantity or a combi¬ 
nation of class A and 
class D explosives. 

Explosives, class 0. any 
quantity. 


Poison gas, class A, chlo¬ 
rine or anhydrous 
ammonia, any quan¬ 
tity. 

Plammable liquid—500 
pounds or more. 


Plammable solid—500 

pounds or more. 


Oxidising material—000 
pounds or more. 


Corrqslve liquid—500 

pounds or more. 


Flammable Compressed 
Gas—500 pounds or 
more. 

Poison*—class 0—500 

pounds or more. 

Radioactive material— 
requiring red label— 
any quantity. 

Mixed ladings—see sub¬ 
paragraph (4) of this 
paragraph. 


Type of marking 
or placard 

EXPLOSIVES A 
(Red letters on 
white b a o k- 
ground). 

EXPL08IVE8 
B (Red letters 
on white back¬ 
ground). 

P0I80N O A 8 
(Blue letters on 
white back¬ 
ground). 

PLAMMABLE 
(Red letters on 
white back¬ 
ground ). 

FLAM M AB LE 
(Red lotters on 
white back¬ 
ground). 

OXIDIZERS 
(Black letters 
on yellow back¬ 
ground). 

CORROSIVES 
(Blue letters on 
white back¬ 
ground). 

PLAMMABLE 
GAS (Red let¬ 
ters on white 
background). 

POISON (Blue 
letters on whits 
background). 

RADIOACTIVE 
(Red letters on 
white back¬ 
ground). 

DANGEROUS 
(Red letters on 
white back¬ 
ground). 


( 2 ) Each marking or placard shall 
consist of letters not less than four 
Inches high, in the color specified, using 
a three-quarter inch stroke. The plac¬ 
ard on the specified background must be 
larger than the lettering required by at 
least one Inch on all sides. Such mark¬ 
ing or placard described in subparagraph 

( 1 ) of this paragraph shall be con¬ 
tained in an area on the vehicle which 
has no other marking, lettering, or 
graphic display, for at least six Inches in 
each direction, except as specified In 
subparagraph 14) of this paragraph and 
paragraph (c) of this section. 

(3) Such markings or placards shall 
be displayed at the front, rear, and on 
each side of each motor vehicle, or trail¬ 
er. while it contains an explosive or other 
dangerous article of such type and in 
such quantity as specified in subpara¬ 
graph ( 1 ) of this paragraph and para¬ 
graphs (b) and (c) of this section. If the 
marking or placard required for the 
front of a trailer Is not visible to a per¬ 
son standing Immediately in front of a 
power unit or trailer to which such trailer 
is attached, the marking or placard shall 
also be displayed at the front of such 
power unit. 

(4) Any motor vehicle or trailer con¬ 
taining more than one kind of danger¬ 
ous article In quantities which would re¬ 
quire more than one marking or plac¬ 
ard under the provisions of subpara¬ 
graph ( 1 ) of this paragraph or any com¬ 
bination of dangerous commodities with 
a combined weight of 500 pounds or more 
shall. Instead of being marked or pla¬ 
carded as required by said subparagraph 
( 1 ) of this paragraph: be marked or 
placarded “DANGEROUS." Any such 
vehicle which contains any quantity of 
class A explosives shall display the mark¬ 
ing “EXPLOSIVES A" in addition to the 
marking "DANGEROU 8 ." 

(5) In any combination of two or more 
vehicles containing two or more classes 
of explosives or other dangerous articles 
requiring different markings or placards, 
the front and rear of the combination 
shall be marked or placarded “DAN¬ 
GEROUS" In addition to other mark¬ 
ings or placards required by this section 
regardless of which vehicle or vehicles 
contain such articles. When the “DAN¬ 
GEROUS" marking or placard is re¬ 
quired by this subparagraph, a truck 
tractor need not display a marking or 


placard other than the word "DANGER¬ 
OUS" 

(b) Tank motor vehicles: 

(1) Every tank motor vehicle or tank 
trailer used for the transportation ol 
any explosive or other dangerous article, 
regardless of quantity or whether loaded 
or empty, shall be marked or placarded 
in accordance with the requirement* of 
paragraph (a,) of this section. 

(2) Tank motor vehicles transporting 
gasoline or alcohol may be marked or 
placarded "GASOLINE" or "ALCOHOL 
in lieu of the required “FLAMMABLE • 
marking or placard and in the same size 
and color as required for the "FLAM¬ 
MABLE" marking or placard. 

(3) Tank motor vehicles transporting 
any flammable compressed gas shall be 
marked In letters at least six inches high 
with the words "FLAMMABLE GAS" or 
"FLAMMABLE COMPRESSED GAS* 
and in letters at least two inches high 
with the common name of the contents 

(4) Tank motor vehicles used for the 
transportation of Chlorine or Anhy¬ 
drous ammonia shall be marked, in let¬ 
ters not less than 6 inches high, with the 
words "POISON GAS" and in letters at 
least 2 inches high with the word 
"CHLORINE" or words "ANHYDROUS 
AMMONIA" as appropriate. 

(c) In addition to displaying the 
marking or placards required by para¬ 
graphs (a) and (b) of this section, a 
carrier shall display markings or plac¬ 
ards reading "IN FIRE—AVOID WA¬ 
TER." or words of similar meaning, in 
lotters at least 2 inches high, when such 
wording Is specified or requested by the 
shipper on the shipping papers, or when 
the carrier knows that such warning is 
appropriate. Such wording shall be dis¬ 
played Immediately adjacent to all re¬ 
quired marking or placards on the truck, 
trailer or trailers containing the com¬ 
modity involved. 

(d) The marking or placarding re¬ 
quired by this section shall be removed 
from or covered on any motor vehicle 
to which it is attached when such vehicle 
does not contain the article for which 
the marking is required, except In the 
case of tank motor vehicles used ex¬ 
clusively for transportation of the arti¬ 
cle for which such marking Is required. 

(PJI. Doe. 05-10455; PUed. Sept 80. 190$. 

8:40 BA.) 









Notices 


DEPARTMENT OF THE TREASURY 

Internal Revenue Service 

(Order 12 (Rev. 3)) 

ACTING SUPERVISORY OFFICIALS 
Designation 

September 27.1965. 

Pursuant to authority vested in the 
Commissioner of Internal Revenue, there 
is hereby delegated the authority to des¬ 
ignate Acting supervisory officials In the 
Internal Revenue Service, unless or until 
a hlKher authority having direct line su¬ 
pervision designates another employee to 
serve as Acting, as follows: 

1 . The Deputy Commissioner. Assist¬ 
ant Commissioners, and all other Inter¬ 
nal Revenue Service employees In su¬ 
pervisory positions other than positions 
specifically provided for In -sections 2 
through 6 of this order, arc authorized 
to designate an employee to serve as 
Acting during their absence and. in case 
t supervisory position under their super¬ 
vision and control becomes vacant, to 
designate an employee to serve as Acting. 

2. Each Regional Commissioner shall 
designate an Assistant Regional Com¬ 
missioner who shall serve as Acting Re¬ 
gional Commissioner during any ab¬ 
sence of the Regional Commissioner. If 
the position of Regional Commissioner 
becomes vacant, the Commissioner shall 
designate an employee to serve as Act¬ 
ing Regional Commissioner. 

3. Each Assistant Regional Commis¬ 
sioner shall designate an employee who 
shall serve os Acting Assistant Regional 
Commissioner during any absence of the 
Assistant Regional Commissioner. If 
the position of Assistant Regional Com¬ 
missioner becomes vacant, the Regional 
Commissioner shall designate an em¬ 
ployee to serve as Acting Assistant Re¬ 
gional Commissioner. 

4. In a District Office having an As¬ 
sistant District Director of Internal Rev¬ 
enue, such Assistant will become Acting 
District Director In case of the absence of 
the District Director or a vacancy In the 
office. In a district where there is no 
Assistant District Director, (a) the Re¬ 
gional Commissioner shall designate the 
employee who shall serve as Acting Dis¬ 
trict Director In case the position of Dis¬ 
trict Director becomes vacant and (b) 
the District Director shall designate the 
employee who shall serve as Acting Dis¬ 
trict Director in the absence of the Dis¬ 
trict Director. 

5. In case of the absence of a Director. 
Internal Revenue Service Center, or a 
vacancy In office, the Assistant Director 
of the Service Center will become Acting 

Director. 

6 . In case of the absence of the Direc¬ 
tor. Internal Revenue Service Data 
Center, or the Director. National Com¬ 
puter Center, or a vacancy In office, the 
Assistant Director of the Center wfll be¬ 
come Acting Director. 


7. The following designations as Act¬ 
ing shall be made a matter of record: 
Regional Commissioner; Assistant Re¬ 
gional Commissioner; District Director 
of Internal Revenue; Director, Internal 
Revenue Service Center; Director. Inter¬ 
nal Revenue Service Data Center; and 
Director, National Computer Center. 

8 . The authority delegated herein may 
not be redelegated. 

9. TIUs order supersedes Delegation 
Order No. 12 (Rev. 2), Issued July 15, 
1965. 

Effective date. September 27.1965. 

(seal] Sheldon S. Cohen, 

Commissioner. 

(PR Doc. 65-10466: Piled. Sept. 30. 1965; 
8:47 sjn-1 


Office of the Secretary 

(Antidumping—AA 6438-mJ 

OFFICE MACHINE SPOOLS FROM 
WEST GERMANY 

Notice of Tentative Determination 
September 24. 1965. 

Information was received on Febru¬ 
ary 15. 1965, that office machine spools 
Imported from West Germany, manufac¬ 
tured by Regentrop L Bernard, Wupper¬ 
tal. Germany, were being sold at less 
than fair value within the meaning of 
the Antidumping Act. 1921, as amended. 
This information was the subject of an 
‘•Antidumping Proceeding Notice’* which 
was published pursuant to I 14.6(d), 
customs regulations, in the Federal Reg¬ 
ister of March 5, 1965. on page 2877 
thereof. 

The spools In question are used to hold 
inked tape for typewriters, adding ma¬ 
chines. etc. 

I hereby make a tentative determina¬ 
tion that office machine spools imported 
from West Germany, manufactured by 
Regentrop & Bernard, Wuppertal, Ger¬ 
many. arc not being, nor likely to be. 
sold at less than fair value within the 
meaning of section 201(a) of the Anti¬ 
dumping Act. 1921, as amended (19 
U.S.C. 160(a)). 

Statement of reasons on which this 
tentative determination is based. Sales 
to the United States were made between 
persons unrelated within the meaning 
of section 207 of the Antidumping Act. 
Sales in the home market were insuffi¬ 
cient to afford a proper basis of compari¬ 
son. Purchase price was compared, 
therefore, with third country price for 
fair value purposes. 

Purchase price was calculated by de¬ 
ducting from the C.IX price to the United 
States, a trade discount, ocean freight, 
insurance, and inland charges incurred 
In West Germany. To this w as added an 
amount representing taxes rebated and 
not collected by reason of the exporta¬ 
tion of the merchandise. 

Third country price was based on the 
delivered price to a third country pur¬ 


chaser in the same category as the 
United States Importer. From this price 
was deducted inland freight from the 
factory to the purchaser, and insurance. 
To this was added an amount repre¬ 
senting taxes rebated and not collected 
by reason of the exportation of the mer¬ 
chandise. Adjustment was made, where 
appropriate, for differences in the quan¬ 
tities sold In the compared markets. 

Comparison between purchase price 
and third country price calculated above 
revealed that third country price was not 
higher than purchase price. 

Such written submissions os Inter¬ 
ested parties may care to make with re¬ 
spect to the contemplated action will be 
given appropriate consideration by the 
Secretary of the Treasury. 

If any person believes that any infor¬ 
mation obtained by the Bureau of Cus¬ 
toms In the course of this antidumping 
proceeding is inaccurate or that for any 
other reason the tentative determination 
is in error, he may request In writing that 
the Secretary of the Treasury afford him 
an opportunity to present his views in 
this regard. 

Any such written submissions or re¬ 
quests should be addressed to the Com¬ 
missioner of Customs. 2100 K Street 
NW.. Washington. D.C., 20226. in time 
to be received by his office not later than 
30 days from the date of publication of 
this notice in the Federal Register. 

This tentative determination and the 
statement of reasons therefor are pub¬ 
lished pursuant to § 14.8(a) of the cus¬ 
toms regulations (19 CFR 14 8 (a) ). 

f seal 1 True Davis, 

Assistant Secretary of the Treasury. 

[PR. Doc. 65-10467: Filed. Sept. 30. 1965; 

8:47 a.m-1 

DEPARTMENT OF THE INTERIOR 

Bureau of Land Management 

OUTER CONTINENTAL SHELF OFF 
TEXAS 

Sulphur Lease Offer 

Pursuant to section 8 of the Outer Con¬ 
tinental Shelf Lands Act (67 Stat. 462: 
43 U. 8 .C. sec. 1331 et seq.) and the regu¬ 
lations issued thereunder (43 CFR Part 
3380) sealed bids addressed to the Man¬ 
ager. Bureau of Land Management. Post 
Office Box 53226, New Orleans, La., 70150. 
will be received until 9:30 a.m., c-s.t.. on 
December 14, 1965. for the lease of sul¬ 
phur in certain areas of the Outer Conti¬ 
nental Shelf, adjacent to the State of 
Texas. Bids will be opened at 10 a.m.. 
c.s.t., December 14. 1965, in the Confer¬ 
ence Room. T-13030 Federal Office Build¬ 
ing. 701 Loyola Avenue. New Orleans. 
La. On that day. bids may be delivered 
In person to the Office of the Manager, 
or the conference room, between 8:30 
ajn., c.s.t., and 9:30 am.. cjs.L No bids 
received either by mail or in person after 
9:30 a m.. c-s.t„ will be accepted. 
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NOTICES 


All bids must be submitted in accord¬ 
ance with the applicable regulations, 
particularly 43 CFR 3382.1. 3382.3. 3382.4. 
Each bidder must submit the certifica¬ 
tion required by 60-1.6b(l) Title 41 CFR 
of the rules and regulations of the Presi¬ 
dent's Committee on Equal Employment 
Opportunity as amended September 7. 
1863 <28 F.R. 9812), on Form 1510-12. 
Bids may not be modified or withdrawn 
unless written modifications or with¬ 
drawals are received prior to the end of 
the period fixed for filing of bids. Bid¬ 
ders are warned against violation of sec¬ 
tion 1860 Title 18 U.S.C. prohibiting 
unlawful combination or intimidation of 
bidders. Attention Is directed to the 
nondiscrimination clauses In section 2<k> 
of the lease agreement (Form 3380-7 
June 1965>. Bidders must submit with 
each bid. one-fifth of the amount bid in 
cash, or by cashier's check, bank draft, 
certified check, or money order payable 
to the order of the Bureau of Land Man¬ 
agement. The leases will be Issued for 
a term of 10 years, and will provide for 
a royalty rate of 10 percent of the rtoss 
production or value of the sulphur at the 
wellhead but not less than $2 a long ton. 
and a rental or minimum royalty of $3 
per acre or fraction thereof. The suc¬ 
cessful bidder for each tract will be re¬ 
quired to pay the remainder of the bid 
and the first year's rental of $3 per acre 
and furnish an accep table surety bond 
as required in 43 CFR 3384.1 prior to the 
issuance of each lease. 

Bids will be considered on the basis of 
the highest cash bonus offered for a 
tract, but no total bid amounting to less 
than $25 per acre or fraction thereof will 
be considered. The United States Gov¬ 
ernment reserves the right to reject any 
and all bids even though the bid may 
exceed the minimum referred to previ¬ 
ously. Sulphur payment, overriding 
royalty, logarithmic or sliding scale bids 
will not be considered. No bid for less 
than a full tract as listed below will be 
accepted. A separate bid. In a separate 
sealed envelope, must be submitted for 
each tract. The envelope should be en¬ 
dorsed "Sealed bid for sulphur lease, 
Texas (Insert number of tract) not to be 
opened until 10 a m., CA.t.. December 14. 
1065.** 

Leases issued pursuant to the sale will 
contain special stipulations providing 
that core hole drilling will be limited to 
3.000 feet beneath the seabed of the 
leased area provided, however, that fol¬ 
lowing the discovery of a valuable de¬ 
posit of sulphur, the Oil and Gas Super¬ 
visor. Geological Survey, may approve 
the drilling of development wells without 
regard to the depth limitation herein 
specified when necessary for the proper 
development of such deposit. 

Official leasing maps, consisting of two 
sets, covering the Outer Continental 
Shelf off Texas can be purchased for one 
dollar per set. The official leasing maps, 
and copies of the lease agreement < Form 
3380-7 June 1965) as well as Compliance 
Report Certification (Form 1510-12 May 
1964 * may be obtained from the above- 
listed Manager or the Director. Bureau 
of Land Management, Washington, D.C.. 
20240. 
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Trect No. 

Block 

Descrip¬ 

tion 

Acreage 

Tex. 18.| 

430 

SEW 

1440 

Tex. 38.__ 

430 

8Wk 

1440 

Tex. 3-8 . 

450 

NKM 

1440 

Tex. 48...,™. 

489 

NW W 

1440 

Tex. *8.. 

459 

sww 

1440 

Tex. 5-8. 

450 

SEW 

1440 

Tex. 78.. 

466 

NKj} 

1440 

Tex. S8„. 

446 

NWu 

1440 

Tex. 98. 

A-13 

NEW 

1440 

Tex. 158_ 

A-13 

NWW 

1440 

Tex. 118.1 

A-13 

gw '2 

1440 

Tex. 128. 

A-13 

8 KM 

1440 

Tex. 158__ 1 

A-14 

new 

1440 

Tex. 148__ 

A-14 

nww 

1440 

Tex. 168., 

A-14 ( 8WW 

1440 

Tei. 158. 

A-14 

SEW 

1440 

Tex. 178... 

A-31 

NEW 

1440 

Tei. 158. 

A-31 

NWW 

1440 

Tex. 198..™. 

A-31 

SWjJ 

1440 

Tex. 358.—.. 

A-31 

SEW 

1440 

Tex. 218.,_ 

A-32 

NEW 

1440 

Tex. 228.. 

A-32 

NWW 

1440 

Tex. 238_ 

A-32 

8WW 

1440 

Tex. 248. 

A 32 

SK-H 

1440 


Oman. Lit 1*1X0 Map, Tttxt Map No. 5A 
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Tmc« No. 


Block 

fNecrip- 


ttoo 


Tex. 268. 

Tex. 30-8. 

Tex. 27-8...- 

Tei. 28-8. 

Tex. JO-6.... 

Tex. 30-8. 

Tex. 31-6 — . 

Tex. 32-8.- 

Tex, 33-6.. 

Tex. 34-6. 

Tex. 33-8 . 

Tex. 304)_ 

Tex. 37-6 . 

Tex. 368 . 

Tex. 30-8 _ 

Tex. 40 8. 

Tex. 41-8. 

Tex. 42-8 . 

Tex. 43-8 
Tex. 44-8 
Tex. 458.. 

Tex. 468.. 

Tex. 47-8..... 

Tex. 4*8 _ 

Tex. 49*8 _ 

Tex. 50-8 _ 

Tex. 51-8 _ 

Tex. 58-8 . 

Tex. 53-8 _ 

Tex. 54-6 . 

Tex. 55-8 . 

Tex. S68 _ 

Tex. 57-8 . 

Tex. tt-S . 

Ten. 50-3 _ 

Tex. 10-8 . 

Tex. 61-8 .. 

TW. 62-8 .. 

Tex. <08 .. 

Tex. 648 .. 

Tex. 658. . .......... 

Tex. 008 . 

Tex. 67-S_. 

Tex . W'S.. . 

Tex. 09-8 - 

T«X. 70-8. 

Tex. 71-8 . 

Tn.7M_ 

Tex. 73-8_ 

Tex. 74-8...__ 

Tex. 758.. 

Tex. 708 _ 

Tex. 77*8 __ 

Tex. T88 . 

Tex. 70 S .. . 

Tex. BO-6 . 

Tox. 81-8 . 

Tex. 83-8 . 

Tox. 838 __ 

Tex. 84-8 . 

Tex. 858 . 

Tex. 808 -- 

Tex. 87-8 . 

Tex. 888 . 

Tex. 808. 

Tex. 908 . 

Tex. 918 . 

Tex. «8 . 

Tei. 938 . 


A-63 
A-M 
A-63 
A-58 
A-64 
A-64 
A84 
A-64 
A-65 
A-55 
A-65 
A-65 
A -5fi 
A-56 
A-56 
A5fi 
A-67 
A-67 
A-67 
A-67 
A-68 
A-68 
A-68 
A-68 
A-3CJ 
A 58 
A-69 
A 60 
A-60 
A-40 
A-60 
A 80 
A8I 
A8I 
A8I 
A-61 
A 82 
A82 
A82 
A8J 
A8J 
A81 
A-63 
A-63 
A-64 
A-64 
A-64 
A-64 
A-81 
A81 
A81 
A 81 
A 82 
A-W 
A 82 
A-W 
A-83 
A 83 
A 83 
A 83 
AH 
AM 
A-M 
A 84 
A 85 
A-M 
A-M 
A-M 
A86 


1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1140 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 
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Trect No. 


Tex. 948_ 

Tex. 958. 

Tex. 958.... 

Ttx. 978_ 

Tex. 988_ 

Tex. 998._—- 

Tex. 1008... 

Tex. 1018._ 

Tex. 1028._ 

Tex. 1038.. 

Tex. 1048. .. 

Tex. 1068. 

Tex. 105 8- 

Tex. 1078..,. 

Ttx. M68.. 

Tex. 105-8. 

Tex. 1158. 

Tex. 1118... 

Tex. 1128. 

Tex. 1158. 

Tex. 1148.™_ 

Tex. 1138.. 

Tex. 1158.. 

Tex. 1178.. 

Tex. 1158_ 

Tex. 1198_ 

Tei. 1258_ 

Tex. 1218_ 

Tex^.1228. 

Tex. 1238.. 

Tex. 1248. 

Tex. 1258.. 

Tex. 1268. 

Tex. 1378_ 

Tex. 1258.. 

Tex. 1298_ 

Tex. 1108.. 

Tex. 1318... 

Tex. 1328.. 

Tex. 1338. 

Tex. 134-8. 

Tex. 1368. 

Tex. 1358.. 

Tex. 1378.. 

Tex. 135-8_ 

Tex, 139-8.. 

Tex. 145*8... 

Tex. 1418—.. 

Te*. 142-8.. 

Tex. 1438_ 

Tex. 144-8_ 

Tex. 145-8. 

Tex. 1458_ 

Te*. 147-8_ 

Tex. 145-S_.. 

Tex. 149-8_.... 

Tex. 1558.... 

Tex. 1518... 

Tex. 1528_ 


Block 

Deecrtp- 


Uoa 

A-60 

NWW 

A86 

sw i 

A-60 

A-67 

SFA* 

NEW 

A-67 

NWW 

A-67 

SW w 

A-67 

SEW 

A-68 

NEW 

A-66 

NWW 

A-66 

swW 

A-66 

HEW 

A-91 

NEW 

A-91 

N \V i 

A-91 

HW U 

A-91 

8EW 

A-92 

NEW 

A 62 

XWlj ( 

A 92 

gW% 

A-92 

8KU 

A-93 

NEW 

A AO 

NWW 

A 93 

swW 

A-93 

SEW 

A-94 

nkV 4 

A-94 

NWW 

A-94 

gww 

A 94 

ggii 

A-95 

NEW 

A-95 

NWW 

A-95 

gw^ 

A-90 

ggu 

A-00 

NEW 

A-90 

NWW 

A-96 

8WW 

A-90 

8KW 

A-lll 
A-lll 
A-lll 
A-lll 
A-112 
A-112 
A-113 
A-112 
A-113 
A-113 
A-113 
A-113 
A-114 
A-114 
A-114 
A-114 
A-116 
A-115 
A-116 
A-116 
A-114 
A-116 
A-110 
A-116 

NEW 

NWW 

SB 

NWW 

8WW 

NEW 

8E^ 

NWW 

8wg 

NEW 

NWW 

swW 

SEW 

NwC 

8WW 

SEW 


AcTDKt 


Omrui Lkamso Map, Txxa* Map No.6 
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OALYB0TON AXKA 


Tract No. 

Block 

Peeerip- 

tloo 

Tex. 1538*__ 

144 

NEW 

Tex. 154-8*_ 

144 

NWW 

Tex. 1548*_ 

144 

8W H 

Tex. 1558*_ 

144 

SEW 

Tex. 1578*- 

162 

N V .W 

Tex. 1558*. 

152 

NWW 

Tex. 1808*. 

in 

gWH 

Tex. 1608*. 

in 

SEW 

Tex. 1618* .. 

277 

NEW 

Tex. 14»8*. 

277 

NWW 

Tex. 163 8*. 

227 

8WU 

Tex. 1548V... 

277 

HEW 

Tex. 1638*. 

237 

NEW 

Tex. 1668* . 

337 

nww 

Tex. 1678*_ 

237 

gww 

Tex. 1»8*. 

237 

in 

Tex. IWMI*_ 

234 

NEW 

Tex. 17U8*_ 

226 

NWW 

Tex. 17 IS*.. 

236 

8WW 

Tex. 1728*^. 

236 

BEW 

Tex. 1718.. 

267 

NEW 

Tet. 174-HV™_ 

267 

NWW 

Tex. 1768.. 

267 

8WW 

Tex 1758_ 

267 

SEW 

Tex. 1778_ 

SB 

JJWW 

Tex. 1768. 

< 296 

NWW 

Tet. 179-8.. 

297 

NgH 

Tex. 1658_ 

331 

SK‘ t 

Tex. l*i 8. 

126 

. J w 1 « 

Tex. 1638. 

329 

SEW 

Tex. 1638 ... 

343 

NEW 

Tex. 134-8.. 

346 

HEW 

Tex. 1658_ 

340 

N K 1 * 

Tex. 1658... 

340 

NWW 

Tex. 1378. 

340 

8WW 


Acte 


footnote at end of table. 
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Friday, Octolyer 1, 1965 

Tra« Mir No. 6—rondnufd 


Tract No. 



TWXO-S*. 

t«l 

m. 7to-& 

Tit. 303-8, 
T«t. **-«, 
Tw. au5-8. 
Tei. 3*1-8, 

Tct. 

Tct. Xfc-8, 
Tw. 3V-8. 
T«, 71i>-S. 
Tct. 211-8. 
Tw, 712-8, 

To* 714-8, 
Tct. 214-3. 
Tct. 716-8 
Tct. 217-1 




Tit. OV5- 

Tit.05-3_ 

Tct. 2117^_ 

Tit. iaH-S - rT 

Th.SIO-3_ 

Tct. 240^ 3_ T . _, 

Tct. ;vi-8_****** 


Tit. 213-8*. 
Tct. 244-8*. 

T' l .V- S„ 
Tn. 245-8., 
Tct. 247-8.* 
Tct. vus-a**. 
Tct ;4*-d_ 
Tct.mo-*. 
Tct. 28l-8„ 
Tct. 252-8*, 


Tct. m*- 3*__ 
Ttt. 254-8**. 
Tn, 2M-8.. 
T«. 2^3. 

Tct, 267-8_ 

2£l »***.. 
Tn Mft-6 
Tei. 3ttVB. 
Tei. 361-8_ 

I 

Tn. 36T6_ 
Tct *4-8.**, 
Tct. 366-6.**, 

Tct. »:-«**_ 

Tct. IN-8_ 

Tn. Wfr-S_ 

Tn. 270-8_ 

Tn. tti-b***, 

Tct.«HK§^ 

Tn. »MJ.**. 
Tei. 

Tn. rr-s_ 

Tct.77M4.*.. 

Ttt. 2»-g._ 

Tn. 280-6_ 

Tn. 38i~a_ 

T»i. 282-8,, 

Tit 2*4-81 
Tit* Jtte-a._ 
Tn.»ML_ 
TCT2W-a._ 


tct: a**; 

Tu-SSIL^ 

site 



MO 

M 

350 

3S0 

MO 

W 

MS 

Mil 

3fi2 

M3 

M3 


Mil 

387 

387 

m 

m 

436 
436 
420 
436 
4a 

438 

4 73 
436 

439 

H 

400 

460 

460 

460 

461 
461 
466 
466 

A-19 
A-19 
A-10 
A-til 
A-20 
A-ao 
A-30 
A-ao 

A-21 
A-31 
A-21 
A-21 
A-22 
A-22 
A-22 
A-22 
A-23 
A-23 
A-22 
A-a 
A-37 
A-27 
A-27 
A-27 
A-32 
A-33 
A-33 
A-32 
A-33 
A-33 
A-33 
A-33 
A-34 
A-34 
A-34 
A 34 
A m 
A 30 
A-30 
A-30 
A-40 
A-40 
A-40 
A-40 
A-41 
A-41 
A-41 
A-41 
A-30 
A-30 
A-30 
A-30 
A-31 
A-31 
A-31 
A-31 
A-33 
A a 
A-33 
A-M 
A-33 
A-33 
AM 
A-33 
A-M 
A-34 
A-34 
A-34 
A-35 


BE 

NW 

8W 

BW 

BE 

NK 

NW 

8 

ax, 

NK 

NW 

aw 

8E 

NK 

NW 

NK 

N" 

8 

BE 

NK 

NW 

gw; 

HE 

NW 

8 r 


1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1410 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1430 

1440 

1430 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 

1440 
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Tract No. 



Trx. 303-8.. 

Tct. 304-8.. 

Tct. 306-8- 
Tct. I 

Tct. W7-8-J 

Tct. 306-8.. 

Tct, WSK8.. 

Tct. 310-8.. 

Tct. 311-8.. 

Tct. 312-8.... 
Tn. 1 : 

Tct. 314-8- 

Tw. 313-8._ 

Tw. 316-8**_ 

Tw.a 

Tct. 318-8—.. 
Tct. 310-.S.... 

Tei. 330-8_ 

Tct. 321-8_ 

Tct. i 


Tw* 324-8— 

Tct. MB 1 
Tct. 336-3.. 

Tct. 327-8.._ 

Tw. 326-8- 

Tct. 320-8.. 

Tct. 330-8_ 

Tct. 331-8.. 

Tw. 332-8_ 

Tct. 333-8_ 

TW.3M-8*. 


Tct- 336-8- 

Tw. 836-8*.__ 

Tw. 337-8.,- 

Tw* 336-8- 

Tw. 3J0 8„ 

Tct. 

Tct. 341-8., 

Tct. S 

Tw. 343-6.. 

Tw. 344-8_ 

Tw. 343-8. 

Tw. 346-8_ 

Tw. 347-8_ 

Tct. 343-8.. 

Tw. 310-8. 

Tct. 350-8_ 

Tw. 361-8- 

Tw. J52-8*_. 

Tw. 353-8..*. 

Tit. 354-8_ 

Tw. 355-8... 

Tit. 350-8. 

Tit. 357-8.. 


Tw. 333-8.*. 

Tw.333-8_. 

Tct. 300 8... 

Tw. 3618..... 

Tex. 362 8_. 

Tw. 363-8._ 

Tit. 364-6... 

Tw. 365-8_. 

Tw. 366-8_. 

Tit. 367-8*. 

Tw. 3 
Tw.3 

Tei. 370-8.. 

Tw. 371-8—. 

Tit. 371-8_ 

Tw* 173-8***. 

Tw. 374-8.*. 

Tit. 375-8_ 

Tit. 374-8*.. 

Tw. 177-8_ 

Tit- 37H-8_ 

Tw. 370-8^ 
Tct.3n0 8.. 
Tw.lHl-8.. 

Tit. 3*3-8.. 


T*t.»CH3.. 

Tw. 364-8_ 

Tit.lHA-8_ 

Ttt. 360-8_ 

Tex. 367-8_ 

Tex. 388-8_ 

Tei* 380-8—. 

Tei* 300-8_ 

Tei. 301-8_ 

TW. 803-8_ 

Tit. 3K4-8_ 

Til. 904-8_ 

TiL 380-8_ 

Tw. 380-8.. 

Tw. 307-8.. 

Tw. 306-8 . 

Tw* 300-8.**. 

Tei. 400-8. 

Tit. 401-8. 


Block 

THerrlp- 

Uoa 

A crew* 

A-M 

NWW 

1410 

A-M 

9W^ 

1440 

A-M 

SEW 

1440 

A-40 


1440 

A-40 

KWW 

1440 

A-60 

SWC 

1440 

A-40 

BV.U 

1440 

A-01 

wB 

1440 

A-41 

NWl, 

8Wt, 

1440 

A-41 

1440 

A-41 

SK‘, 

1440 

A-02 

NK( 

1440 

A-42 

NWi 4 

8W^ 

1440 

A-42 

1440 

A-02 

SbG 

1440 

A-63 
A-M 

Slfc 

1440 

1440 

A-41 

BWtj 

1440 

A-M 

8KS 

1440 

A-M 

NKt, 

MWi 

1440 

A-64 

1440 

A-M 

8WU 

1440 

A-M 

SkE 

1440 

A-46 

wB8 

1440 

A-66 

NWl| 

1440 

A-46 

BWiJ 

1440 

A-45 

BE\i 

1440 

A 74 

neS 

1440 

A N 

nwG 

1440 

A-74 

8WW 

1440 

A-74 

BE* 

1440 

A-75 

neG 

1440 

A-76 

nwG 

1440 

A-75 

8W^ 

1440 

A-76 

seG 

1440 

A-76 

neS 

1440 

A-76 

NWtj 

1440 

A-76 

8wC 

1440 

A-76 

8F.G 

1440 

A-77 

NEV 

1440 

A-77 


1440 

A-n 

gw\J 

1440 

A-77 

BEG 

1440 

A-76 

NK 1 ! 

NW(t 

1440 

A-76 

1440 

A-76 

swG 

1440 

A-76 

SgG 

1440 

A-76 

NEG 

1440 

A-70 

A-70 

NW), 

BWfi 

1440 

1440 

A-76 

8EU 

1440 

A-80 

nkG 

1440 

A-80 

nwm 

1440 

A 

0WW 

1440 

A-80 

ERG 

1440 

A-61 

NKU 

1440 

A-61 

NW* 

1440 

A-el 

8^ r , 

1440 

A-61 

m 

1440 

A-62 

HUM 

1440 

A-62 

NWfj 

1440 

A-ft> 

n E 

1440 

A H* 

8K1< 

1440 

A-M 

NKVJ 

1440 

A j| 

NWU 

1440 

A-M 

awfi 

1440 

\ i 

BKW 

!440 

A-67 

NK^ 

1440 

A-67 

NWU 

1440 

A-87 

8 W|U 

1440 

A-ff7 

8KS 

1440 

A-»5 

NK»i 

1440 

A-M 

NWb 

1440 

A-M 

8Wfi 

1440 

A-M 

8KV 

1440 

A-M 

nkG 

1440 

A-M 

NW1| 

1440 

A - * 

8WV 

1440 

ASH 

SEW 

1440 

AW 

NKj 

1440 

A VO 

NWS! 

1440 

A-40 

swC 

1440 

A-W 

8rG 

1440 

A-ei 

NEW 

1440 

A-01 

NWjj 

1440 

AVI 

8WV 

1440 

AVI 


1440 

A-n 

NEW 

1440 

A-02 

NWW 

1440 

A-V2 

swG 

1440 

A 02 

HEW 

1440 

A-83 

NK« 

1444 

A-03 

NWV 

1440 

A-W 

HW>, 

1440 

A-W 

skQ 

1440 

A-V4 

N EH 

1440 

AV4 

nwG 

1410 

A-M 

BW U 

• 1440 

A-04 

sew 

1440 

A-10Q 

mfl 

1440 

A-108 

NwG 

1440 

A-ltd 

8WW 

1440 

A-1« 

nfl 

1440 

A-104 

NEW 

1440 

A-104 

nwQ 

1440 

A-104 

SW' 4 

1440 

A-104 

BEK 

1440 

A-105 

NEK 

1440 
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Tract No. 

Block 

DCTrTlp- 

UdO 

AcTfMC* 

Tet. 403-8.. 

A-105 

NWU 

1440 

Tex. 403-8.*__ 

A-105 

8WVj 

1440 

Tw. 404-8___ 

A-105 

HEM 

1440 

Tw. 405-8*.. 

A-106 

NK«t 

1440 

Tex. 400-8. 

A-105 

NWi( 

1440 

Tex. 407-8.—.. 

A-10? 

neG 

1440 

Tit. 404-8..... 

A-107 

NW1< 

till) 

Tct. 40V'8.. 

A-1QH 

NKs 

1440 

Tei. 410-8... 

„ A-1QH 

NWV 

1440 

Tit. 411-8**,_... 

A-104 

HW^ 

1440 

Tct. 413-8. 

A-106 

acS 

1440 

Tct. 413-8__ 

A-loo 

nbS 

1440 

TW. 4144*. 

A-I00 

NWS 

1440 

Til. 415-8... 

A-ioe 

‘ 4 

1440 

Tot. 410 8. 

A-109 

HKVi 

1440 

Til. 417-8*—. 

A-110 

NK»i 

1440 

In VI' S... 

A-110 

NWij 

1440 

Tw. 410*8 . 

A-no 

BWU 

1440 

Tit. 430-8 . 

A-110 

H EM 

1440 

Tei. 431-8 . 

A-lll 

NXb 

1440 

Tei. 433-&- t ..— 

A-lll 

NW? 

1440 

Tet- 423-8*.- 

A 111 

HWli 

1440 

Tit. 434-8- 

A-Ul 

BBS 

1440 


omau. Lkaovo Map, Thai Map No. 6A 
(Approved ScpUinUr 24.1850) 

GALVm Olf AA1A MOTH ADDfTJOU 



Tit 

Tit. M S 
Tct. 4*3# 

Tot. 4M 8 
Tit 4*5 3 
Tct. 4S6-6 
Tw. 4K7 8. 

Til. 4S6-8 

Tw. 488-8_ 

Tw. 480-8_ 

Tw. 481-8_ 

Tw. 482-8**** 
Tw. 483-8.**., 
Tw. 484-8.... 

T«*. 485-8- 

Tct, 406-8—... 
Tct. 487-S.*... 


1440 

1440 

1440 

1440 

1440 

1440 
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NOTICES 


Trxar Mar So. OA Continued 


TrectNo. 


Block 

Descrip¬ 


tion 


To*. 495-8_ 

A-152 

SEW 

1440 

To*, m s 

A-153 

new 

1440 

T«*. 600-H.. 

A-153 

NW« 

1440 

Te*. 801-8. 

A-153 

swu 

1440 

Te*. ana-8. 

A-153 

8Ei2 

1440 

To*. 108-8... 

A-164 

NKU 

1440 

Tux. 504-8 

A-164 

KWh 

1440 

Tv*. 806-8.. 

A-164 

8Wm 

1440 

To*. 5U6-B.. . 

A-164 

nS 

1440 

Te*. 507-8. 

A-165 

NEW 

1440 

Tex S0H 8-. 

A-166 

NWW 

1440 

Tex. 5U0 S. 

A-16A i 

gww 

1440 

Tex. 515-8_ 

A-168 

1 Ifl 

1440 

Tex. 511-8. 

A-170 1 

NR Q 

1440 

To*. 513-8_ 

A-170 

NWW 

1440 

TaflML.. 

A-170 

SWW I 

1440 

To*. 614-8_ . 

A-170 

SEW 

1440 

To*. 615-8-.... 

A-171 

NEW 

1440 

Tu. 615-8_ 

A-171 

NWW 

1401 

To*. 617-8... 

A-171 

8WW 

1440 

To*. 815-8. 

A-171 

HEW 

1440 

TO*. 415-8... . 

A-172 

NEW 

1440 

Tin. 830-8.. 

A-172 

NWW 

1440 

To*. 621-8 .. 

A-172 

SWV 

1440 

To*. 622-8 . 

A-172 

SEW 

1440 

To*. 625-8 ... . 

A-173 

NEW 

1440 

To*. 624-8. 

A-173 

NWW 

1440 

Te*. 625-8_ _ 

A-171 

sww 

1440 

To*. 6258- 

A-173 

8F.W 

1440 

Te*. fir-8_ 

A-174 

NEW 

1440 

To*. fi»8_ 

A-174 


1440 

To*. 520-6.._ 

A-174 

8WW 

1440 

To*. 665-8.. 

A-174 

SEW 

1440 

To*. 831-8.._ 

A-1K2 

NEW 

1440 

To*. 63541. 

A-182 

NWW 

1440 

Te*. 835-8... 

A-182 

B WW 

1440 

TV*. 534-8.. .. 

A 182 

SEW 

1440 

Te*. 638-8.. . 

A-1M 

NEW 

1440 

Te*. 835-8_ 

A-IH3 

NWW 

1440 

TV*. 537-8 __ 

A-183 

BWW 

1440 

Tmu BM...- 

A-183 

SEV* 

1440 

To*. 635-8. 

A-203 

NEW 

1440 

TO*. 640-8_ 

A-203 

NWW 

1440 

Tex. 541-8_ 

A-203 

8WW 

1440 

To*. 542-8... 

A 203 

SEW 

1440 


Official L*x«ng Maf. Tsxae Maf No 7 
(Approved July lft. 1054) 


Tbxu Mat No. 7—Continued 


Tree! No. 

Block 

Dcecrlp- 

itao 

Acreage 

Tex. 802-8. 

A-7ft 

NEW 

1440 

Tex. £03-8. 

A-7ft 

NWW 

1440 

Te*. m-8 . 

A-7ft 

SWW 

1440 

T*i aa-8 . 

A-78 

8EW 

1440 

Te*. sos-a . 

A-79 

NEW 

1440 

T*x. 307-8. 

A-7» 

NWW 

1440 

Te*. 605-8.. . 

A-79 

SWW 

1440 

Tex aoo-g.. 

A-7f 

SEW 

1440 


Didders are requested to submit their bids 
in the following form: 

Manager. Bureau of Land Management . De- 
. partment of the Interior. T-0003 Fe<W*i 
Office Building. New Orleans. La . 70150 

Sutrni Bio 

The following bid U aubmltted for a »ul- 
phur lease on land of the Outer Continental 
Shelf specified below : 

Area -- official leasing nun 

No. ..4... 


OmrtAt Leaswu Maf. Texas Maf No tb 
(A pproved September 24. IMS) 

M10R ISLaKP AREA *Ol*TH ADPfTtON 


Tract 

Total amount 

Amount per 

No. 

bkJ 

acre 


Amount juI> 
pRltted wttli 
bid 


Tree! No. 

Block 

Deecrlp- 
Uoo ' 


Acreage 

Tex. 000-8.. . 

A-446 

8W] 

4 

1440 

Te*. 601-8. 

A-446 

BE 

1440 

Te*. 602-8.. _>. 

A-447 

8W 


1440 

Te*. 603-8- 

A-447 

SE 

v, 

>] 

1440 

Tex. 604-8 . . 

A-464 

NB 

1440 

Tex. 005-8. 

A-464 

NW 

> 

V 

vj 

1440 

Te*. 606-8. 

A-464 

8W- 

1440 

Te*. «er7-8.. _. 

A-464 

BE 

1440 

i. 

A-468 

NR; 

1440 

Te*. 005-8.. .. 

A-468 

NW 

1440 

Te*. 610-8.. 

A-468 

BW 

fl 

1440 

Te*. 611-8.. 

A-468 

BE 

Jl 

1440 

Tex. 612-8. 

A-470 

XK 

i 

1440 

Te*. 613-8.. 

A-4T0 

NW 

1440 

Tex. 614-8_ 

A-470 

SW 

J 

1440 

Te*. 615-8. 

A-470 

BE 

l\ 

1440 

Tex. 6158.... 

A-471 

NK 


1440 

Te*. 617-8.. 

Te*. 615-8.... 

A-471 
A-471 | 

NW 

aw 


1440 

1440 

Tex. 615-8.. . 

A-471 1 

BE 

; 4 

1440 

Te*. 600-8.! 

A-446 

NK 

1 4 

1440 

Tex. 681-8.. ... _ 

A-440 

NW 

w 

1440 

Tes. 022-8. 

A-403 

8W 

: 4 

1440 

TV*. 623-8.. 

A-443 

BE 

■ 

1440 


(Signature! 

(Address) 

IMPORTANT 

The bid must be accompanied by one- 
fifth of the total amount bid. This amount 
may be In cash, money order, caahler's check, 
certified check, or bank draJt. A separate 
bid must be made for each tract. 

Lutiicr T. Hoffman 

Acting Director. 
Bureau of Land Management. 

Approved: September 22.1965. 

John A. Carver, Jr. 

Under Secretary of the Interior 

IFJt Doc 65-10306; Filed, Sept 30. 1055; 
8:45 am.) 


Official Ljlamkg Maf, Trxas Maf No. 7A 
(Approved November 15.1465) 

IIIQR Utt-AWD ARXA CAST ADDITION' 


DEPARTMENT OF COMMERCE 


moH island acre* 


Tree! No. 

Block 

Deecrlp- 

Acroag* 



tton 


Tee. 843-8. 

62 

NEW 

1440 

Tex. 544-8. 

62 

NWW 

1440 

Tex. 545-8. 

62 

SWW 

1440 

Te*. 546-8.. 

62 

- y '« 

1440 

Te*. 547-8. 

Te*. 545-8__ 

66 

m 

NEW 

N W '■ 

1440 

1440 

Te*. 546-8.. 

60 

NWW 

1440 

Te*. . 

106 

BWW 

1440 

Te*. 551-8*_ 

106 

SEW 

1440 

Tex. 552-8. 

108 

swu 

1440 

Tex. 563-8_ 

108 

HEW 

1440 

Tex. 554-8_ 

130 

NWW 

1440 

Te*. 665-8.. 

130 

BWW 

1440 

Tex. 656-8 . 

140 

NEW 

1440 

Te*. 567-8. 

140 

NWW 

1440 

Te*. 568-8.. 

140 

8WW 

1440 

Te*. 560-8.. 

140 

BEW 

1440 

Tex. 660-8*.. 

143 

n n 

1440 

Te*. 561-8*—. 

Te*. 663-g*_. 

143 

MS 

NWW 

1440 

1440 

Te*. 663-8*.... 

143 

SEW 

1440 

Te*. 864-8... 

A-36 

8WW 

1440 

Te*. 566-8... 

A-3ft 

BEW 

1440 

Te*. 666-8. 

A-44 

NEW 

1440 

Te*. 667-8. 

A-44 

NWW 

1440 

Te*. *658... 

A -44 

HWW 

1440 

Te*. 6008-. 

A-44 

m 

1440 

Te*. 670-8_ 

A-46 

BWW 

1440 

Tex. 571-8... 

A-6ft 

NWW 

1440 

Tc*. 572-8. 

A-67 

NEW 

1440 

Te*. 673-8 _ T . -. 

A-67 

NWW 

1440 

Tot- • «• •••••• 

A-60 

NWW 

1440 

T« 57V-8.. 

A-60 

HWW 

1440 

Te*. 575-8.. 

A-60 

N 1: 1 

1440 

Tex. 677~8...........- 

A-60 

SWW 

1440 

Tc*. 575-8........... - 

A-60 

SF..W 

1440 

Te*. 570-8. 

A-66 

NEW 

1440 

Te*. MO-8__ 

A-6ft 

N W« 4 

1440 

Tex. 6*1-8 - ....... 

A-67 

NWW 

1440 

Tex- 882-8. 

A-73 

8WW 

1440 

Te*. W-B. 

A-73 

SEW 

1440 

Tex. 9B4-S. . 

A-74 

N 1. 1 

1440 

Te*. 6858 . 

A-74 

IfWfc 

1440 

Te*. 686-8... . . 

A-74 

SWW 

1440 

Tfi. 587-8 ... _ 

A-74 

| i E 

1440 

•fix. *HH>» rrr_ 

A-77 

nki 4 

1440 

Tv* MD8 

A-77 

NWW 

1440 

Tex 500-8 .. 

• A-n 

SWW 

1440 

Th SM-8.. . 

* A-77 

SKfi 

1440 


bee footnote at end of table. 


Tract No. 

Block 

Descrip¬ 

tion 

Acvct»ce 

Te*. 604-8_ 

34 

NK) 


1440 

Te*. 625-8_ 

M 

NW 


1440 

Ttx. 626-8 .. 

64 

swj 


1440 

Te*. 607-8. . 

64 

bk! 


1440 

Te*. 685-8. 

119 

NK) 


1440 

Te*. 6»-B. 

119 | 

NW 


1440 

Te*.6358*. 

A-220 

HW 1 


1440 

Tex. 831-B.. 

A-221 

BE 1 


1440 

Tex, 6W-S. 

A-22ft 

NU 


1440 

Tex. 633-8*. 

A-227 

NE 


1440 

Tex. 634-8. . 

A-227 

NW 


1440 

Tex. 635-8. 

A-227 

BW’ 


1440 

Tex. 635-8. 

A-227 

n 


1440 

Tex. 637-8. 

A-22S 

8W’ 


1440 

Tex. 685-8. 

A-XJ3 

NW 


1440 

Tex. 639-8.. 

A-234 

NK 


1440 

Tex. 6*0-8. 

A-245 

NW 


1440 

Tex. 641-8. 

A-245 

9W 


1440 

Te*. 642-8 ... 

A-246 

NR 


1440 

Tex. 043-8* . 

A-246 

NW 


1440 

Tex. 6*4-8*... 

A-246 

8W 


1440 

Tex. 645-8 __ 

A-246 

SR 


1440 

Tex. 64S-B . 

A-349 

NB 


1440 

Tex. 647-8.. 

A-349 

NW 


1440 

Tex. 545-8. 

A-249 

BW 


1440 

Tex. 549-8. 

A-249 

BE 


1440 

Tex. 6fl0-8.. 

A-350 

NE; 


1440 

Tex. 651-8 .1 

A-360 

NW 


1440 

Tex. 552-8...! 

A-250 

8W 


1440 

Tex, 683-8.1 

A-250 

HE 


1440 

Tex. 654-8.. 

A-254 

NE 


1440 

Tex. 655-8_ 

A-254 

NW 


1440 

Tet. 655-8. 

A2M 

8W 


1440 

Te*. 667-8. 

A-254 

HE 


1440 

Tex. 665-8. 

A-257 

ne: 


1440 

Tex. 550-8* . 

A-257 

NW 


1440 

Tex. 660-8* .... 

A-257 

sw: 


1440 

Tex. 661-8. 

A-257 

HR 


1440 

Tex. 662-8. 

A-W* 

N 


1440 

Tex. 683-8 - 

A-25a 


1*40 


* Some o 4 the tracts offered for lease fall In fairway 
areas (indodlns prolong* tfrox tbereoO or Ancbontge 
anas, or both, as desigmted by the District Kngitveer, 
Galveston lhstrtet. Corps or Engineer*, U. 8. Army. 
Present lnlormatlon Indicates that the abova tracts 
marked with an asterisk are within such fairways or 
Anchorage areas, For more specific Information as to 
these areas and tor operational restrictions Imposed by 
the Corps of Engineer', the District Engineer should 
be consulted. 


Bureau of International Commerce 
(Fite No. 24-581 

TRADE-ALL ENTERPRISES, LTD., AND 
IRVING E. BORDO 

Order Extending Temporary Denial 
of Export Privileges 

In the matter of Trade-All Enter¬ 
prises. Ltd., and Irving E. Bordo. Presi¬ 
dent. Post Office Box 26. 8taUon T. 1645 
Bathurst Street. Toronto 19. Ontario. 
Canada, respondents: File No. 24-59 
An order temporarily denying export 
privileges for a period of 30 days was 
Issued against the above respondents on 
September 1. 1965 (30 P.H. 1I534>. Saul 
order was Issued in connection with an 
investigation Instituted by the Investi¬ 
gations Division, Office of Export Con¬ 
trol. Bureau of International Commerce, 
which had presented evidence on which 
there was reasonable basis to believe that 
respondents had reexported VB -origin 
textile machinery parts from Canada to 
an Intermediate consignee in Glasgow 
Scotland, with the intention of having 
the goods on-shipped for ultimate de¬ 
livery to Cuba, In violation of the U S 
Export Regulations. In order to pre¬ 
vent the unlawful reexportation, trans¬ 
shipment, and diversion of said goods. 
It was found that an order temporani> 
denying export privileges to the respond¬ 
ents was reasonably necessary for the 
protection of the public interest ana 
national security. The Director of said 
Investigations Division has applied for 
an extension of the temporary denial 
order for an additional 30 days The 
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matter was referred to the Compliance 
Commissioner. 

Further evidence has now been pre¬ 
sented on which there is reasonable 
basis to believe that the goods are still 
in Glasgow, Scotland, and that the re¬ 
spondents have not abandoned their In¬ 
tention to have the goods on-shipped for 
ultimate delivery to Cuba. The Compli¬ 
ance Commissioner has found that an 
extension of the temporary denial order 
for 30 days Is reasonably necessary to 
protect the public Interest and for effec¬ 
tive enforcement of the law. I confirm 
this finding. 

Accordingly . it is hereby ordered: 

I The provisions and restrictions of 
the temporary denial order Issued on 
September 1, 1965. are hereby continued 
in full force and effect. 

U The respondents, their assigns, 
partners, representatives, agents, and 
employees are denied ail privileges of 
partlcipatiilg, directly or indirectly, in 
any manner or capacity, in any trans¬ 
action involving commodities or techni¬ 
cal data exported from the United States 
in whole or in part, or to be exported, or 
which are otherwise subject to the Ex¬ 
port Regulations. Without limitation of 
the generality of the foregoing, partici¬ 
pation prohibited in any such transac¬ 
tion, either in the United States or 
abroad, shall include participation, di¬ 
rectly or Indirectly, in any manner or 
capacity: (a) As a party or as a repre¬ 
sentative of a party to any validated 
export license application; <b) in the 
preparation or filing of any export li¬ 
cense application or reexportation au¬ 
thorization, or any document to be sub¬ 
mitted therewith: (c) In the obtaining 
or using of any validated or general ex¬ 
port license or other export control docu¬ 
ment; <d> In the carrying on of negotia¬ 
tions with respect to. or in the receiv¬ 
ing. ordering, buying, selling, delivering, 
storing, using, or disposing of any com¬ 
modities or sechnlcal data in whole or 
in part exported or to be exported from 
the United States; and (e) Li the financ¬ 
ing, forwarding, transporting, or other 
servicing of such commodities or techni¬ 
cal data. 

HI. Such denial of export privileges 
shall extend not only to the respondents, 
but also to their agents and employees 
and to any successor and to any person, 
firm, corporation, ir business organiza¬ 
tion with which they now or hereafter 
may be related by affiliation, ownership, 
control, position of responsibility, or 
other connection In the conduct of trade 
or sen-ices connected therewith. 

IV. This order continues in full force 
and effect the temporary denial order 
which was entered on September 1.1965, 
and shall remain In effect for a period 
of 30 days from the expiration thereof 
unless It is hereafter extended, amended, 
modified, or vacated in accordance with 
the provisions of the VS. Export 

Regulations. 

V. No person, firm, corporation, part¬ 
nership, or other business organization, 
whether in the United States or else¬ 
where, without prior disclosure to and 
specific authorization from the Bureau 

So 190—Pt i-1 


of International Commerce, shall do any 
of the following acts, directly or in¬ 
directly, or carry on negotiations with 
respect thereto, in any manner or 
capacity, on behalf of or in any associ¬ 
ation with the respondents or any re¬ 
lated party, or whereby the respondents 
or related party may obtain any benefit 
therefrom or have any interest or par¬ 
ticipation therein, directly or indirectly: 
(a) Apply for. obtain, transfer, or use 
any license. Shipper’s Export Decla¬ 
ration. bill of lading, or other export 
control document relating to any expor¬ 
tation, reexportation, transshipment, or 
diversion of any commodity or technical 
data exported or to be exported from the 
United States, by. to, or for any such 
respondent or related party denied ex¬ 
port privileges: or <b) order, buy, re¬ 
ceive. use. sell, deliver, store, dispose of, 
forward, transport, finance, or otherwise 
service or participate in any exportation, 
reexportation, transshipment, or diver¬ 
sion of any commodity or technical data 
exported or to be exported from the 
United States. 

VI. A copy of this order shall be served 
upon the respondents. 

VII. In accordance with the provisions 
of § 382.11(0 of the Export Regulations, 
the respondents or any related party may 
move at any time to vacate or modify 
this temporary denial order by filing an 
appropriate motion therefor, supported 
by evidence, with the Compliance Com¬ 
missioner and may request an oral hear¬ 
ing thereon which. If requested, shall be 
held before the Compliance Commis¬ 
sioner in Washington, D.C., at the 
earliest convenient date. 

Dated: September 27. 1965. 

Rauzr H. Meyer, 

Director , Office o/ Export Control. 

[FJl. Doc 05-10463; Filed, Sept. SO. 1965; 

8:47 mn.| 


National Bureau of Standards 

NATIONAL BUREAU OF STANDARDS 
RADIO STATIONS 

Notice of U.S. Standard Frequency and 
Time Broadcasts 

In accordance with National Bureau 
of Standards policy of giving monthly 
notices regarding changes of phases in 
seconds pulses, notice 1s hereby given 
that there will be no change in the phase 
of seconds pulses emitted from radio 
station WWVB. Fort Collins, Colo., on 
1 November 1965. 

Notice is also hereby given that there 
will be no change in the phase of time 
pulses emitted from radio station WWV, 
Greenbelt, Md.. and WWVH. Maui. Ha¬ 
waii, on 1 November 1965. These pulses 
at present occur at intervals which are 
longer than one second by 150 parts in 
10**. This is due to the offset maintained 
in frequency, as coordinated by the Bu¬ 
reau International de l Heure »BIH>. 

I. C. Schoonover. 
Acting Director. 

| FJl. Doc 65-10641; FI lid. 8*pt. SO. 1965; 
1106 i.m ) 


Office of the Secretary 

| Dept. Order 90; Amdt. 1) 

NATIONAL BUREAU OF STANDARDS 
Automatic Data Processing Activities 

The material appearing at 30 Fit. 
1204-1208 of February 4, 1965. Is amended 
as follows: 

Purpose. The purpose of this amend¬ 
ment is to establish a Center for Com¬ 
puter Sciences and Technology in the 
Institute for Applied Technology of the 
National Bureau of Standards. The 
need for such a Center was explicitly rec¬ 
ognized in Senate Document 15. “Report 
to the President on the Management of 
Automatic Data Processing in the Fed¬ 
eral Government," prepared by the Bu¬ 
reau of the Budget. The Report, which 
the President approved and forwarded 
to Congress on March 2, 1985. recom¬ 
mended an expanded role for the Na¬ 
tional Bureau of Standards in assisting 
other Federal agencies to make effective 
use of computers and related techniques. 

Bureau of the Budget Circular A-71 
specifically assigned new responsibilities 
to the Department of Commerce In con¬ 
nection with the administration and 
management of automatic data process¬ 
ing activities. These responsibilities, 
which are to be carried out by the Na¬ 
tional Bureau of Standards, require es¬ 
tablishment of the Center for Computer 
Sciences and Technology. The new 
Center incorporates all of the existing 
Information Technology Division In the 
Institute for Applied Technology and the 
Computation Laboratory from the Ap¬ 
plied Mathematics Division of the Insti¬ 
tute for Basic Standards. The estab¬ 
lishment of the Center for Computer 
Sciences and Technology makes it pos¬ 
sible to have an Integrated organization 
providing computer programming and 
operating services and related advice, in¬ 
formation and research support to other 
Federal agencies. 

Amendment. The Organization and 
Function Supplement to Department 
Order 90. dated January 15. 1965. which 
prescribes the organization of. and as¬ 
signs functions within the National Bu¬ 
reau of Standards, is hereby amended as 
follows: 

1. Section 2.04 Is amended to read: 

Section 2. Organization. .04 The 7n- 
stitutc for Applied Technology stimulates 
technical innovation and industrial use 
of the results of modern science and 
technology. The principal elements of 
the Institute are: <a> A Textile and Ap¬ 
parel Technology Center furnishing 
specialized technical services to that in¬ 
dustry; <b> technical divisions which 
provide services in technology of more 
general applicability; (c) the Clearing¬ 
house for Federal Scientific and Techni¬ 
cal Information which promotes widest 
effective use by the scientific community, 
industry, and commerce of current in¬ 
formation In all fields of Industrial tech¬ 
nology; and (d> a Center for Computer 
Sciences and Technology which con¬ 
ducts research and provides technical 
services designed to improve cost effec¬ 
tiveness in the conduct of agency pro- 
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am 


grams through the use of computers and 
related techniques, 

2, Section 7.04b. Is amended to read: 

Sec. 7. Institute for basic standards. 
.04 The other organisational unit of 
the Institute for Basic Standards are as 
follows: 

b. The Applied Mathematics Division. 

1. Conducts research In various Helds of 
mathematics important to physical and 
engineering sciences, automatic data 
processing, and operations research with 
emphasis on statistical* numerical and 
combinatorial analysis and mathemati¬ 
cal physics. 

2. Provides consultative services to the 
Bureau and other Federal agencies; and 

3. Develops tools for mathematical 
work, such as mathematical tables, 
handbooks, manuals. mathematical 
models and computational methods and 
advises on their use. 

3. Section 9. subsections .01 and .08b.. 
are amended to read: 

Sec. 9. Institute for Applied Tech¬ 
nology. .01 The Institute for Applied 
Technology provides technical services 
to promote the use of available tech¬ 
nology and to facilitate technological In¬ 
novation in Industry and Government. 
The main functions of the Institute are: 
(a) To identify and evaluate obstacles 
to technical innovation and to partici¬ 
pate in overcoming them; (b) to provide 
industry and Government with technical 
bases for their evaluation of technologi¬ 
cal products and services; (c) to main¬ 
tain cooperation with public and pri¬ 
vate organizations leading to the de¬ 
velopment of technological standards 
'including mandatory safety standards). 
codes and methods of test: <d> to dis¬ 
seminate technical information; and (e) 
to provide technical advice and services 
to Government agencies upon request 
in <1). technical analysis, simulation, 
and appraisal concerning the achieve¬ 
ment of increased cost-effectiveness. In¬ 
cluding operations research and benefit- 
cost analysis; and In <2). the design of 
Information systems and the utilization 
of automatic data processing. 

.08 The other organizational units of 
the Institute for Applied Technology and 
the functions of each are as follows: 

b. The Center for Computer Sciences 
and Technology conducts research and 
provides technical services designed to 
aid Government agencies in improving 
cost effectiveness in the conduct of their 
programs through the selection, acqui¬ 
sition. and effective utilization of auto¬ 
matic data processing equipment. The 
major functions of the Center in the 
automatic data processing Held Involve: 
(1> Providing advisory and consultative 
services to executive agencies on the 
methods for developing information sys¬ 
tems baaed on the use of computers and 
the programming and languages thereof; 
(2) undertaking research on computer 
sciences and techniques, including sys¬ 
tem design, oriented primarily toward 
Government applications; (3) providing 
day-to-day guidance and monitorship of 
an executive branch program for sup¬ 
porting the development, measurement, 
and testing of voluntary commercial 


standards for automatic data processing 
equipment, techniques, and computer 
languages; and (4> improving compati¬ 
bility in automatic data processing 
equipment procured by the Federal Gov¬ 
ernment by recommending uniform Fed¬ 
eral standards for automatic data proc¬ 
essing equipment, techniques, and com¬ 
puter languages. 

Effective date. September 17. 1965. 

David R. Baldwin. 

Assistant Secretary 
for Administration . 

|FR. Doc. 65-10435; Filed. Sept. 30. IMS: 
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ATOMIC ENERGY COMMISSION 

URANIUM ENRICHMENT SERVICES 
Proposed Criteria 

Notice U hereby given that the U.S. 
Atomic Energy Commission is publish¬ 
ing for public comment, prior to action 
thereon, proposed criteria for the fur¬ 
nishing of enrichment services by the 
Commission pursuant to section 16 Iv of 
the Atomic Energy Act of 1954, as 
amended. The proposed criteria are set 
forth below’ in an appendix to this no¬ 
tice. All interested persons desiring to 
submit comments and suggestions for 
the consideration of the Commission in 
connection with the proposed criteria 
should send them, in triplicate, to the 
Secretary. U.S. Atomic Energy Commis¬ 
sion. Washington, D.C.. 20545. within 90 
days after initial publication in the Fed¬ 
eral Register. Following receipt of pub- 
lie comments and the making of any 
modification appropriate in the light of 
such comments, the Criteria will be for¬ 
mally submitted for the review of the 
Joint Committee on Atomic Energy in 
accordance with section 161v of the Act. 

Dated at Washington. D.C., this 28th 
day of September 1965. 

For the Atomic Energy Commission. 

W. B. McCool, 

Secretary. 

AftWDK 

ATOMIC UN ERG 7 COMMISSION 

Uranium Enrichment Service* Criteria 
BzrrtMttza 28. 1006. 

]. General, (a) The United States Atomic 
Energy Commission (AEC) hereby gives no¬ 
tice of the establishment of criteria setting 
forth the terms and conditions under which 
it offers, subject to available oapabUlty. to 
provide uranium enrichment service* in fa¬ 
cilities owned by AEC. as authorised by the 
Atomic Energy Act of 1854. an amended (the 
Act). Specifically, these criteria are estab¬ 
lished pursuant to section 16iv of the Act. 
which was added by Public Law 83 489. the 
“Private Ownership of Special Nuclear Mate¬ 
rials Act," As used In this notice, the term 
“enrichment services” or “enriching services” 
means the services necessary to enrich or 
further enrich uranium In the isotope 235. 
The enrichment services shall be provided 
pursuant to contracts to be entered Into (1) 
with persons licensed under sections 53. 63. 
108 or 104 of the Act. and/or (2) In accord¬ 
ance with agreements for cooperation ar¬ 
ranged pursuant to section 123 of the Act. 

(b) The contracts will provide for the 
furnishing of depleted, normal or enriched 


uranium by the customer and the delivery by 
the AEC of an appropriate quantity of en¬ 
riched or more highly enriched uranium 
The quantity of material to be furnished by 
the customer In relationship to the quantl’y 
of enriched uranium to be delivered by the 
ABC and the total cost of the eaiichme;.t 
service shall be determined In eooordancr 
with the then-current standard schedule 
published by the AEC. (Note 1.) The general 
features of standard contracts. Including the 
bools for ABC’s charges for enriching servlcef. 
are set forth herein. 

(c) Except as specifically provided, noth¬ 
ing In this notice shall be deemed to affect 
the sale or leasing of special nuclear mate¬ 
rial by the AEC or the entering into of 
“barter” arrangements whereby special nu¬ 
clear material Is distributed pursuant to 
section 54 of the Act and source mate rial 
Is accepted In part payment therefor. Neither 
the execution of an agreement for the fur¬ 
nishing of uranium enrichment services nor 
expiration of such agreement will alter or 
affect the rights and obllgatlona of any AEC 
licensee under Its lloense or construct:* n 
permit or any allocation of special nuclear 
material In connection therewith 

<d) The criteria contained In this nottrr 
are subject to change by the AEC from tim* 
to time; however, any such changes shaft bo 
submitted to the Joint Committee on Atom! 
Energy far its review In accordance with the 
Act. 

Nors 1. The Initial schedule, as presently 
con tempts ted. will not provide to the cus¬ 
tomer flexibility to select a quantity of fe<d 
and an amount of separative work other than 
those specified In the AEC schedule How¬ 
ever. the AEC Is giving further study to the 
question of providing, st some date In the 
future, s form of contract under which flexi¬ 
bility would be available. 

2. Effective date. This notice shall become 

effective as of -——. 19... 

(date) 

8. Period of contract. Contracts with do 
meetlc licensees may be for specified period 
of time up to 30 years. Contracts entered 
Into in accordance with an InternaUo;. 
agreement for cooperation must be for s 
term within the period of such agreement. 
In either case, contracts may be entered into 
at any time after the effective date of this 
notice; however, no such contract shall pro¬ 
vide for delivery ot special nuclear material 
by AEC or delivery of uranium feed material 
to AEC. before January 1. 1869. 

4. Enrichment of uranium of foreign 
origin. There Is no restriction on the pro¬ 
vision of enrichment services to persons fur¬ 
nishing as feed material uranium of foreign 
origin where the enriched product la not to 
be used In a utilisation facility (as defined in 
the Act) within or under the Jurisdiction of 
the United States Where the enriched ma¬ 
terial U to be used tn a domestic utUlxatior. 
facility, however, the standard contractu 
will prohibit the furnishing of feed material 
of foreign origin. This prohibition Is estab¬ 
lished. pursuant to section 161 v of the Act. 
In order to assure the maintenance of a viable 
domestic uranium Industry. From time to 
time, the AKC wlU review the condition of 
the domestic naming and milling Industry to 
determine the need for continuing this re¬ 
striction. removal of which shall constitute a 
change In these criteria. 

6 . General feature* of standard domett if 
contracts. The AEC has developed two 
standard forms of uranium enrichment con¬ 
tracts to be entered into with domestic 
licensee*. These are entitled (a) Agreement 
for Furniahlng Uranium Enrichment Serv¬ 
ices (Domestic Customers—Firm Quantities). 
and (b) Agreement for Furnishing Uranium 
Enrichment Services (Domestic Customer’s 
Requirements). The form of contract first 
mentioned would define the specific quanti¬ 
ties and assays of enriched uranium to bo 
delivered to the customer, the schedule for 
such deliveries and the assay of feed ma- 
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ttrial to be delivered to the ABC. (The of the cost* attributable to depreciation and 
quantities of feed material would be deter- interest on plant investment which are prop- 
mined in accordance with the published crly allocable to plant in standby and to 
ABC fichednle In effect at the time the en- exoeee capacity. 

rich men t services are performed.) The sec- (3) Projections of supply and demand over 
and form would provide for the furnishing a reasonable time period will be used In ea- 
of the customer's requirements for enriching tabllshlng a plan for diffusion plant opera- 
services for n designated facility or facilities Ilona. This plan wlU be the basis for cetab- 
during the term of the contract. The AEC Ushlng an average charge for aeparative 
will not necessarily use the specific feed work over the period Involved, which charge 
material furnished by the customer in pro- will be kept as stable as possible as oper- 
dueing the enriched uranium delivered to etlng plans are periodically updated. Un- 
ihe customer. der such operating plans. AEC will at times 

In addition to the Items discussed above. *>* preproducing enriched uranium. In- 
tbr more significant provisions of the stand- tercet on the separative work cost of any 
ard domestic contracts, copies of which are auch preproduced Inventories will be fac- 
sratUblo upon request, are summarised bared Into the average separative work 
below charges 

(si Deliver} schedules. Deliveries of spe- <<*) Ceiling on charges for enrichment 
dfic quantities and assays of feed ma- services. The contract shall specify for the 
tertal to AEC and enriched uranium to the trrm ot the agreement a guaranteed celling 
customer shall be In accordance with the charge, subject to upward escalation for the 
agreement between the parties and In ac- COBt electric power and labor. The ceiling 
cordnnce with the published AEC schedule charge as of July 1. 1065. the base date for 
in effect at the time the enrichment services application of escalation. Is »30 per Kg unit of 
are performed. The schedule for delivering »*P«rntivr work for separation of U“ from 
enriched uranium to the customer shall re- ****• (In Its toll enriching schedules, as well 
fleet an Interval after receipt of feed ma- M iu *cliedule of charges for sale or lease of 
tertal equivalent to the estimated average cached uranium. AEC will take Into aocount 
time which would be required to receive. ttn * significant effect of the presence of other 
handle, and process equivalent feed ma- b*©t°P«* of uranium on the number of eepara- 
terlal to the desired enriched uranium. Uve work unlt * required to perform a given 
Onlesa otherwise agreed, deliveries of feed separation.) 

material to ABC shall precede requested <•> Customers option to acquire tails 
deliveries of the enriched uranium by at mat * rial The customer shall be granted an 
less: ninety (90) days. The AKC may agree °P t,on *° acquire tails material (depleted 
to perform enriching services in cases where uranium) resulting from the performance of 
the lead time requirements for furnishing «*rtchlng services. The option as to quantity 
feed material are not satisfied; in such cases, (K * u > of taUa material desired by the cus- 
an appropriate surcharge may also be Im- tomcr * within the maximum quantity aub- 
pofed to provide for recovery of additional Jcct 10 Uie °P tlon * mu »t be exercised at the 
AEC costs and interest charges. Wme ° r delivery of the related quantity of 

(b) Chemical form and specifications of uu^ria) The U** assay of the tells 

material. Both feed material fumlahed to delivered to the customer will be 

the AEC and enriched uranium delivered to wlthln tho »° l ® discretion of the AEC. The 
Uie customer are required to be In the form mMlmura quantity of depleted uranium sub- 
of CP, and conform to tbs ABC's established 10 thc °P tlon wU1 equal to the dlffer- 

ipN-iflcationa as published in the Pkxkxax. ‘ * Dce betwwn total uranium supplied by 
Rrcinna and In effect on the date of delivery customer as feed material and the total 

<c) Charges for enriching services (l) curiched uranium furnished to the customer. 
The charges for enriching services in ac- ,C€S processing losses. No charge will be 
cord once with the Act. will be established on made far ***** material delivered to the toll 
a ^discriminatory basis and provide rea- ©nrlchmeut customer under the agreement 
•onable compensation to the Government other xhtin AEC l withdrawal, handling and 
Applicable charges for enriching services and Packaging charges. Delivery of tells mate- 
r<*^ted service* will be those In effect at the rtmI w111 normally b* *t the same time as de- 
time of delivery of enriched uranium to the ,,ver 7 °f ©nrlched uranium, 
cufttomer as (I) published tn the Fxdkkal Responsibility for material meeting 

HirciiiT**. or (U) in the absence of such pub- specifications. The customer warrants that 
Heat loo. determined In accordance with the ***** oiaterial meets specifications and. 
C m mission’* Pricing Policy. The charge per ***** * ut4?d exceptions, agrees to hold the 
unit of separative work used In schedules and 1U representatives harmless from 

for enriching services will be the same as a11 di unages. llablllUes. or costs arising out of 
lb .it employed in thc Commission's published a breacl1 of the warranty where auch dam- 
Rchcdule of charges for sale or lease of en- “g®** ***bUlties. or costs are Incurred prior 
rtchcd uranium. to inspection, assaying and acceptance of the 

<2> The Act requires that such charges fced »atertnl by ABC. However, the cua- 
P r o\ idc reasonable compensaUon to the Gov- toeaer *• not deprived of any rlghte under In¬ 
urnment. ABC charges for enriching scrv- demnlflcatlon agreements entered into pur- 
ices will be established on a basis that will • u * nt *o section 170 of the Act (Price-Ander- 
oasure the recovery of appropriate Govern- *° n indemnification). The ABC's obligation 
ment costs projected over a reasonable period *° rurnlfl b specification material to the cus- 
of time. The coat of ecparaUve work Includes *°mer terminates upon final acceptance of 
Electric power and ail other costs, direct tuch material by the customer. 

*md Indirect, of operating the gaseous dlffu- (g> Termination by AKC. (1) The con- 
, n P**nts; appropriate depreciation of said *rnct may be terminated by AEC without cost 
Plants; and a factor to cover applicable costa to AEC upon reasonable notice at such time 
‘ process development. AEC adminUtraUon as commercial enriching services are pro- 
other Government support functions, vlded by another domestic source; Provided, 
ana imputed Interest on Investment in plant however. That AEC will rescind any notice of 
w ? rkln ff capital. During the early pe- termination and will continue to furnish the 
rioa of growth of nuclear power, there will services specified In the contract If the 
81111111 clvlllan demand on the large services of thc domesUc source ore not a vail- 
diffusion plants. These plants were able to tbo customer: (1) To the extent pro- 
niIS^!r ,y 4 conatn *cted for national security vlded for in the AEC contract during tho re- 
{^"J™*;** 1 * will be utilised in meeting fu- mainder of Its term; (II) on terms and con- 
‘Ure civilian requirements. In this Interim dltlons which are reasonable and nondis- 
rnia»i °w low P lan * utilisation, the Com- criminatory as between domestic and foreign 
baa determined that the costs to be customers; and (111) at charges considered by 
10 * • € P arat * v ® work produced for AEC to be reasonable, nondiscrimlnatory. and 
»an customers will exclude those portions no higher than the celling charge under the 


AEC contract, as escalated for the cost of 
electric power and labor. 

(2) The AEC may cancel the contract 
without cost to AEC In the event the cus¬ 
tomer loses Its special nuclear material li¬ 
cense. defaults on Its contractual obliga¬ 
tions. or becomes Involved In bankruptcy pro¬ 
ceedings. In such instances, the customer 
will be llsble for cancellation charges based 
on ABC's unrecovered costs Incurred for or 
In anticipation of performance. 

<h) Termination by customer . The cus¬ 
tomer may terminate the contract In whole 
or In port: Provided, however. That unless at 
least five years of advance notice is given 
to the AEC. or unless otherwise agreed, the 
customer shall be liable for termination 
charges based on AEC's unrecovered coats in¬ 
curred for or in anticipation of performance. 

(I) Delivery-title. The f.o.b. delivery point 
for both feed material furnished to AEC and 
enriched uranium delivered to the customer 
Is the designated AEC facility. The AEC's 
enriching facilities are situated at Oak Ridge. 
Tenn.; Paducah. Ky.; and Portsmouth. Ohio. 
Title to all material passes upon delivery. 

(J) Customer’s requirements contracts. In 
addition, requirements contracts will pro¬ 
vide: 

(1) Quantities and enrichments of mate¬ 
rial. The customer Is committed to ob¬ 
tain. and the Commission to provide, tlie 
customer's actual requirements for enrich¬ 
ing services for a designated facility or facil¬ 
ities during the term of the agreement 
Timely notice of the customer's requirements 
must be furnished to AEC. The quantities 
and enrichments of feed material furnished 
by the customer will be those required. In 
accordance with published AEC schedules, to 
obtain the material of higher enrichment 
destred by the customer. A maximum net 
amount of enriching services to be provided 
will be established. 

(2) Purchase of enriched uranium In lieu 
of enriching services. During the term of an 
enriching service contract, the customer will 
agree not to procure enriched uranium. In 
lieu of enriching services under the con¬ 
tract, except as may be agreed by the AEC. 

6. General features of contracts entered 
tnto In accordance with on agreement for 
cooperation. It Is expected that the general 
features of uranium enrichment services 
contracts entered Into pursuant to agree¬ 
ments for cooperation with foreign nations 
or groups of nations will be generally con¬ 
sistent with those discussed above. 

(P-R. Doc. 65-10490; Piled, Sept. 30, 1995; 

8:47 mm. | 


| Docket No. 50-32| 

AEROJET-GENERAL CORP. 

Notice of Issuance of Facility 
License Amendment 

Please take notice that the Atomic 
Energy Commission has issued, effec¬ 
tive as of the date of issuance. Amend¬ 
ment No. 11. set forth below, to Facility 
License No. R-10. The license authorizes 
Aerojet-Oeneral Nucleonics to operate 
its Model AGN-201. Serial No. 103 nu¬ 
clear reactor located at the AGN plant- 
site near San Ramon, Calif. The amend¬ 
ment authorizes the transfer of Facility 
License No. R-10 from Aerojet-General 
Nucleonics to Aerojet-General Corp. 

By application for license amendment 
dated June 23. 1955, the licensee advised 
the Commission that Aerojet-Oeneral 
Nucleonics would cease to be a separately 
incorporated subsidiary of Aerojet-Gen¬ 
eral Corp. and on that date would become 
“Aerojet-General Nucleonics, a Division 
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of Aerojet-General Corp." In the ap¬ 
plication the licensee requested that Li¬ 
cense No. R—10 be amended to reflect the 
change in Its corporate status. By a sup¬ 
plement to the application dated Septem¬ 
ber 1. 1965. the licensee assured that 
there would be no changes in operating 
procedures or personnel for the reactor. 

Within 15 days from the date of pub¬ 
lication of this notice in the Federal 
Register, the licensee may We a request 
for a hearing, and any person whose In¬ 
terest may be affected by this proceed¬ 
ing may We a petition for leave to In¬ 
tervene. Requests for a hearing and 
petitions to Intervene shall be Wed In ac¬ 
cordance with the provisions of the Com¬ 
mission's rules of practice. 10 CFR Part 

2. If a request for a hearing or a peti¬ 
tion for leave to intervene Is Wed within 
the time prescribed in this notice, the 
Commission will issue a notice of hear¬ 
ing or an appropriate order. 

For further details with respect to this 
amendment, see the application for li¬ 
cense amendment dated June 23, 1965. 
and the supplement thereto dated Sep¬ 
tember 1.1965, copies of which are avail¬ 
able for public Inspection at the Com¬ 
mission's Public Document Room. 1717 
H Street NW.. Washington, D.C. 

Dated at Bethcsda, Md.. this 27th day 
of September 1965. 

For the Atomic Energy Commission. 

R. L. Doak, 
Director ; 

Division of Reactor Licensing . 
(License No. R-10; Arndt. 11] 
Pacxutt Lxcrhsx Amkkomxxt 

The Atomic Energy Commission having 
round that: 

a. The application for license amendment 
dated June 23. 1965. ae amended September 
1. 196ft. complies with the requirements at 
the Atomic Energy Act at 1964. as amended, 
and the Commission' s reg ulations set forth 
in Title 10. Chapter 1. CFR; 

b. Aerojet-General Corp. Is qualified to be 
the holder of the license; 

c. The transfer of the license is otherwise 
consistent with applicable provisions of law. 
regulations, and order* issued by the Com¬ 
mission pursuant thereto; 

cl. Aerojet-Oeneral Corp. is technically and 
financially qualified to possets and operate 
the reactor, to assume financial responsibility 
for payment or Commission charges for spe¬ 
cial nuclear material and to undertake and 
carry out the proposed activities In accord¬ 
ance with the Commission’s regulations; 

c. The Issuance of this license amendment 
will not be Inimical to the common defense 
and security or to the health and safety of 
the public; and 

f. Prior public notice of proposed issuance 
of this amendment Is not required since the 
amendment does not Involve significant haz¬ 
ards considerations different from those pre¬ 
viously evaluated; 

Facility License No. R-10, as amended, which 
authorized Aerojet-General Nucleonics to op¬ 
erate 1U Model AON-201, Serial No. 103 nu¬ 
clear reactor at the AON planUlle near San 
Ramon. Calif., ts hereby further amended in 
accordance with the application. 

1. Acrojet-Ocnerai Corp. is substituted, as 
licensee, for Aerojet-General Nucleonic*. 


X This amendment is effective as of the 
date of issuance. 

Date of issuance: September 27. 196ft. 

For the Atomic Energy Commission. 

R. L. Door. 

Director, 

Division of Reactor Licensing. 

I Fit. Doc. 66-10468; Filed. Sept. 80. 1966; 

8:48 am | 

SECURITIES AND EXCHANGE 
COMMISSION 

lFile No. (01-61)] 

FIRST SOUTHERN CO. 

Notice of Application and Oppor¬ 
tunity for Hearing 

September 27. 1965. 

Notice Is hereby given that First South¬ 
ern Co. ("Applicant**). 1020 East Wend- 
over Avenue. Greensboro. N.C., has Wed 
an application pursuant to section 12(h) 
of the Securities Exchange Act of 1934. 
as amended ("Act"), for an order ex¬ 
empting the Applicant from the provi¬ 
sions for registration of securities under 
section 12(g) of the Act. 

Section 12(h) empowers the Commis¬ 
sion to exempt, in whole or In part, any 
Issuer or class of issuers from the provi¬ 
sions of section 12(g),If the Commission 
finds, by reason of the number of public 
Investors, amount of trading interest in 
the securities, the nature and extent of 
the activities of the Issuer, income or 
assets of the issuer, or otherwise, that 
such action is not inconsistent with the 
public interest or the protection of 
investors. 

The application states. In part: 

1. As of the fiscal year of the Appli¬ 
cant ended on December 31. 1964, the 
Applicant had consolidated gross assets 
of $30,340,272.00 and had 2,133 common 
shareholders of record. 

2. As of December 31. 1964, the Appli¬ 
cant was engaged primarily In the con¬ 
sumer finance business, operated through 
subsidiary corporations, In seven south¬ 
ern States. It also had a subsidiary, 
which was engaged primarily In writing 
credit life and accident and health in¬ 
surance in connection with consumer 
finance operations. 

3. At a meeting of the Board of Direc¬ 
tors of the Applicant, held on January 
26. 1965. Liberty Loan Corp. ("Liberty") 
made a proposal to acquire all of the 
assets of the Applicant In exchange for 
shares of common stock of Liberty. A 
Plan of Reorganization between Liberty 
and the Applicant and a Plan of Liquida¬ 
tion for the Applicant were unanimously 
adopted by the Board of Directors of the 
Applicant on April 19, 1965. At a meet¬ 
ing of shareholders on May 7. 1965, the 
Plan of Reorganization and Plan of 
Liquidation were approved by the share¬ 
holders of the Applicant. 

4. The Plan of Reorganization pro¬ 
vided that the assets of the Applicant 


would be transferred to Liberty In ex- 
change for shares of common stock of 
Liberty within forty days after May 7, 
1965. The exchange ratio was one share 
of common stock of Liberty for each six 
shares of common stock of the Applicant. 
The Plan of Reorganization provided for 
adjustment of the exchange ratio under 
certain circumstances, and further pro¬ 
vided that the Plan of Reorganizat: on 
could be cancelled by the Board of Di¬ 
rectors of the Applicant in the event of 
any adjustment In the exchange ratio. 

5. Subsequent to May 13. 1965. It was 
determined that there was no adjust¬ 
ment to be made In the exchange ratio. 
As of May 31, 1965. the Applicant trans¬ 
ferred substantially all of its assets to 
Liberty In exchange for 184,881 sham 
of common stock of Liberty. The Ap¬ 
plicant retained certain cash In order to 
retire outstanding indebtedness not as¬ 
sumed by Liberty pursuant to the Plan 
of Reorganization and to pay the ex¬ 
penses of dissolution and liquidation 

6. Articles of Dissolution were filed in 
the Office of the Secretary of State of 
North Carolina by the Applicant on June 
4, 1965. Notice of dissolution was pub¬ 
lished as required by the North Carolina 
Business Corporation Act. 

7. The First National Bank of Chicago 
was appointed Exchange Agent to han¬ 
dle the exchange of shares of common 
stock of the Applicant for common stock 
of Liberty. On June 4. 1965, a letter 
was sent to shareholders of the Applicant 
advising them of the procedure to be 
followed In the exchange. The stock 
transfer records of the Applicant were 
permanently closed as of the close of 
business on June 8. 1965. and to the b s>t 
knowledge of the Applicant, there i» no 
trading in its stock. 

8. The Applicant Is proceeding to 
liquidate 11s business and affairs. Cer¬ 
tificates for all shares of common stock 
of Liberty delivered to the Applicant 
have been assigned and delivered to The 
First National Bank of Chicago, as Ex¬ 
change Agent. Having Wed Articles of 
Dissolution in the office of the Secretary 
of State of North Carolina, it cannot 
legally engage in any business other than 
such liquidation. When the outstanding 
shares of common stock of the Applicant 
have been exchanged for common stock 
of Liberty, pursuant to the Plan of Re¬ 
organization, and all liabilities of the 
Applicant have been paid or provided for, 
the Applicant wW file Certificate of Com¬ 
pleted Liquidation with the Secretary of 
State. 

It Is anticipated that several months 
will be required before all. or substan¬ 
tially all. of the outstanding shares of 
the Applicant have been exchanged for 
shares of common stock of Liberty, ana 
the liquidation of the Applicant com¬ 
pleted. Applicant does not contemplate 
that there will be any further meeting 
of shareholders. 

For a more detailed statement of the 
information presented, all persons are re¬ 
ferred to said application which is on We 
In the offices of the Commission at 425 
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Second Street NW., Washington. D.C., 

20549. 

Notice Is further given that any In¬ 
terested person may, not later than Oc¬ 
tober 19.1965. submit to the Commission 
in wilting his views or any additional 
facts bearing upon this application or 
the desirability of a hearing thereon. 
Any such communication or request 
should be addressed: Secretary, Securi¬ 
ties and Exchange Commission. 425 Sec¬ 
ond Street NW., Washington, D.C., 20549. 
and should state briefly the nature of 
the interest of the person submitting 
such information or requesting a hear¬ 
ing. the reason for such request, and the 
issues of fact and law raised by the ap¬ 
plication which he desires to controvert. 
At any time after said date, an order 
granting the application may be Issued 
by the Commission unless an order for 
bearing upon said application be issued 
upon request or upon the Commission's 
own motion. 

By the Commission. 

[ seal] Orval L. DuBols, 

Secretary, 

[PR. Doc. 65-10443; Piled, Sept. 30, 1965: 

8:46 am.] 


FEDERAL COMMUNICATIONS 
COMMISSION 

[Docket No. 10056; FOC 66-843] 

AUTHORIZED ENTITIES AND USERS 


Communications Satellite Act; Order 
Extending Time for Filing Com¬ 
ments and Reply Comments 


At a session of the Federal Communi¬ 
cations Commission at Us offices in 
Washington, D C., on the 22d of Sep¬ 
tember; 

The Commission having before it a re¬ 
quest filed on September 21, 1965. by the 
Communications Satellite Corp. (Corn- 
Rat) . that the time within which com¬ 
ments and reply comments may be filed 
'In the Matter of Authorized Entities 
and Authorized Users Under the Com¬ 
munications Satellite Act of 1962'*, No¬ 
tice of Inquiry (Docket No. 16058). pro¬ 
mulgated on June 16. 1965. be extended 
to November 1, 1966. and December 1, 
1965. respectively; 

It appearing, that Comsat alleges that 
I' requires additional time for the prepa¬ 
ration of meaningful comments in view 
of the far reaching Importance of the 
questions presented in the above-entitled 
mutter and that certain directors of 
Ccumat have been unavailable, thereby 
making it impossible for Comsat to com¬ 
plete the formulation of Its position with 
respect to these questions on or before 
*ald comments 
** useful to the Commission In re¬ 
volving the Issues in this matter; and 
further appearing. That the exten- 
tor the filing of comments 
pursuant to the Notice of Inquiry will 
Comsat better to formulate a 
Position with respect to the Important 
questions presented; and 


It further appearing. That in light of 
the wide spread interest shown by many 
Interested persons in the above-entitled 
matter, the number of comments and re¬ 
ply comments required to be filed by the 
Commission's rules will be inadequate to 
meet the needs of such persons; 

It is ordered. That the times for filing 
comments and reply comments in the 
proceedings before this Commission. 
Docket No. 16058. are extended to No¬ 
vember 1, 1965, and December 1, 1965, 
respectively; 

It is further ordered , That Interested 
persons who may flic comments on or be¬ 
fore November 1, 1965, and reply com¬ 
ments on or before December 1. 1965, 
shall. In addition to the requirements of 
S 1.51 of the Commission's rules, furnish 
40 extra copies of all statements, briefs 
or comments to this Commission. 

Released: September 27. 1965. 

Federal Communications 
Commission. 

[seal! Ben F. Waple, 

Secretary. 

(PJR. Doc. 86-10472: Filed. 8ept. 30. 1966; 

8:49 ami 


(Docket Noe. 16031, 16032; FCC 65M 1252] 

CAPITAL BROADCASTING CORP. 
AND CAPITAL NEWS, INC. 

Order Continuing Hearing 

In re applications of Capital Broad¬ 
casting Corp., Frankfort, Ky.. Docket No. 
16031, Flic No. BPH-4195; Capital News. 
Inc., Frankfort. Ky., Docket No. 16032, 
Flic No. BPH—4249, for construction per¬ 
mits. 

To permit consideration by the Re¬ 
view Board of applicants' "Joint request 
for approval of agreement, dismissal of 
application of Capital News. Inc., and 
grant of application of Capital Broad¬ 
casting Corp./' filed September 23, 1965: 
It is ordered. This 27th day of September 
1965, that the hearing is further re¬ 
scheduled from October 8 to December 
8. 1965. 

Released: September 27. 1965. 

Fedeeal Communications 
Commission. 

(seal! Ben F. Waple, 

Secretary. 

|FR Doc 66-10473; Filed, Sept. 30. 1966; 
8 49 ».m.| 


(Docket Noe. 15666, 15708; FCC 65M-1251J 

CHICAGOLAND TV CO. AND CHI¬ 
CAGO FEDERATION OF LABOR 
AND INDUSTRIAL UNION COUN¬ 
CIL 

Order Scheduling Prehearing 
Conference 

In re applications of Frederick B. Liv¬ 
ingston and Thomas L. Davis, doing busi¬ 
ness as Chicagoland TV Co.. Chicago, 
Ill., Docket No. 15668. File No. BFCT- 
3116; Chicago Federation of Labor and 
Industrial Union Council. Chicago. Ill., 
Docket No. 15708. File No. BPCT-3439; 


for construction permits for new televi¬ 
sion broadcast station (Channel 50). 

The Hearing Examiner having for con¬ 
sideration the order of the Review Board 
(FCC 65R-350), released herein on Sep¬ 
tember 24. 1965. wherein the issues were 
enlarged to include with respect to 
Chicagoland TV Co., the financial issues 
first articulated in UKravislon Broadcast¬ 
ing Co., 5 RR 2d 243, os clarified in the 
Public Notice released on July 8. 1985, 5 
RR 2d 349. but wherein such issues were 
not added with respect to Chicago Fed¬ 
eration of Labor and Industrial Union 
Council; 

It appearing, that it is now appropriate 
to convene a conference for the purpose 
of setting further procedural dates 
herein, and that such conference will 
afford a convenient opportunity for the 
parties to express their views with respect 
to certain questions existing as to the 
posture of this proceeding: 

It is ordered. This 27th day of Septem¬ 
ber 1965, that a hearing conference 
herein shall be convened on October 1, 
1965, commencing at 9 a m in the offices 
of the Commission at Washington. D.C.; 

It is further ordered, That at the said 
conference the parties shall be prepared 
to discuss the following questions: 

(a) Whether UltravUlon. supra, constitutes 
a prescription by the Commission of the facta 
as to financial qualifications the appUeante 
herein are required to set forth pursuant to 
47 US.C. 308(b); 

(b) In the event the answer to the fore¬ 
going question ie In the Affirmative, whether 
the Commission or any subordinate author¬ 
ity has reviewed those facte and found Fed¬ 
eration to be financially qualified pursuant 
to 47 U-8.C. 300; 

(c) In the event the answer to the fore¬ 
going question is In the negative, whether 
the present posture of the proceeding affords 
Federation an opportunity to demonstrate 
its financial qualifications; and. 

(d) In the event the answer to the fore¬ 
going question la In the negative, whether, 
assuming Federation to be found otherwise 
qualified, an ultimate grant of the Federa¬ 
tion application would be within the au¬ 
thority of the Hearing Examiner. 

Released: September 27. 1965. 

Fedehal Communications 
Commission. 

[seal] Ben F. Waple. 

Secretary. 

|F.R. Doc. 65-10474: FUed, Sept. 30. 1965: 
8:49 am ) 


[Docket Noe. 16033. 16034; FCC 66R-356] 

EASTERN LONG ISLAND BROAD¬ 
CASTERS, INC., AND REUNION 
BROADCASTING CORP. 

Memorandum Opinion and Ordor 
Amending Issues 

In re Applications of Eastern Long Is¬ 
land Broadcasters, Inc.. Sag Harbor, 
N.Y.. Docket No. 16033. File No. BPH- 
4321; Reunion Broadcasting Corp.. East 
Hampton. N.Y.. Docket No. 16034. File 
No. BP1I-4460; for construction permits. 

I. Eastern Long Island Broadcasters. 
Inc. (Eastern), has filed a petition to 
enlarge issues against Reunion Broad¬ 
casting Corp. (Reunion) on June 28, 
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1965/ The Issues sought are the "Ultra- 
vision** • Issues, a standard financial 
issue, and a staffing issue. 

2. This proceeding Involves the appli¬ 
cations of Eastern and Reunion for a 
construction permit to establish a new 
PM broadcast station. By Order, MJmeo 
No. 69216. released June 9, 1965, these 
mutually exclusive applications were des¬ 
ignated for hearing on several Issues, in¬ 
cluding a 307 <b) Issues. 

Ultravision issue. 3. Eastern contends 
that financially FM-only broadcast sta¬ 
tions are In the same hazardous situation 
as UHF-TV stations and that the finan¬ 
cial criteria adopted in Ultravision 
Broadcasting Co., supra, (requiring a 
showing of financial resources sufficient 
to construct the station and operate it 
for a year) are applicable herein. How¬ 
ever, as the Broadcast Bureau and Re¬ 
union point out in their oppositions the 
Commission in its Public Notice. FCC 65- 
595, Mimco. 69657, released July 8. 1965. 
specifically stated that applications for 
commercial broadcast facilities desig¬ 
nated for hearing prior to July 3, 1965. 
are to be governed by the prior finan¬ 
cial standard. Since Reunion's applica¬ 
tion was designated for hearing on 
June 9. 1965. it is clear that the prior 
standard (viz., available financial re¬ 
sources sufficient to cover construction 
and initial operating costs) Is applicable. 
Eastern’s request for an "Ultravision” 
issue will therefore be denied. 

Financial issue. 4. Eastern appears to 
be seeking, as an alternative relief, the 
inclusion of a pre-July 3. 1965. financial 
qualifications issue. Reunion's applica¬ 
tion shows the cost of its proposal to be 
*25,326.00, which consists of technical 
equipment valued at $22,826.00 to be pur¬ 
chased from Oates Radio Co., and other 
miscellaneous items (including engineer¬ 
ing, legal, freight, taxes, etc.) of $2,500. 
Gates would require a down payment of 
one-third with a firm order, and the bal¬ 
ance in 36 monthly installments com¬ 
mencing 60 days after shipment of the 
transmitter. Reunion has estimated the 
cost of operation for the first year to be 
$35,000. Based on the foregoing finan¬ 
cial data. Reunion's proposal will require 
the following cash outlay to place the 
station on the air and operate It for 
three months without benefit of revenue: 


Down payment on equipment (ft 

of $22.826.00)__ $7, 606. 66 

Other miscellaneous Items__ 2.500.00 

Working capital (three months of 
ooat of operation).__ 8,750.00 


Total ___ 18.856 66 


* The Review Board also bos before It the 
following pleadings: (1) opposition to peti¬ 
tion to enlarge Issues, filed July 16. 1965, by 
Reunion Broadcasting Carp.; (2) Broadcast 
Bureau's comments. Died July 16. 1966; (3) 
reply to opposition, filed July 23. 1965, by 
Eastern. 

1 Refers to Issues adopted in Ultra vision 
Broadcasting Co . FCC 6&M 282, 4 RR 2d 655. 
which require the applicant to show the 
availability of funds to construct and oper¬ 
ate a UHF-TV station for one year; subse¬ 
quently the Commission in Ultra vision 
Broadcasting Co.. FCC 65-581. released July 2, 
1905. applied the new financial standard to 
all commerolal applications; and clarified the 
elective date of the new financial test in 
Public Notice. PCC 65-595. Mimco 69657. 
released July 8. 1966. 


Reunion proposes to meet these cash re¬ 
quirements with a bank loan In the sum 
of $25,000 and cash on deposit of $2,500. 

6. Eastern now questions the actual 
availability of the bank loan. Eastern 
points out that the letter from the 
Chemical Bank New York Trust Co. 
dated May 5, 1964. and evidencing the 
Intention to extend credit to Reunion 
does so on the basis that * *• • • the 
loan • • • be secured by the proper mar¬ 
gin of diversified listed stocks and/or 
bonds or other collateral acceptable to 
us.": that at no time has Reunion estab¬ 
lished that it has this collateral or that 
the collateral that it docs have is accept¬ 
able to the bank; that the second letter 
from the bank dated July 15. 1905, re¬ 
affirming the availability of credit does 
so with reference to the first letter dated 
May 4. 1964. and appears to continue to 
require the collateral. Thus, Eastern 
urges that since collateral to secure the 
loan has not been shown, the availability 
of the bank loan has not been established 
and that a financial qualifications issue 
should therefore be included against Re¬ 
union. The Broadcast Bureau and Re¬ 
union oppose the inclusion of this issue, 
urging that the letter from the bank is 
an unconditional agreement to lend 
funds which, absent a contrary factual 
showing, is sufficient on its face to estab¬ 
lish the availability of the loan. The 
Bureau cites In support of its posi¬ 
tion Charlottesville Broadcasting Corp. 
(WINA), FCC 65R-214, released June 8. 
1965. 

6. Generally, the Board would not 
question the availability of a loan com¬ 
mitment or the acceptability of security 
when the bank’s letter expresses a firm 
agreement to extend credit; it is nor¬ 
mally presumed that the bank has con¬ 
sidered the availability of the security 
and found it satisfactory. See Tri- 
Clties Broadcasting Co., FCC 65Br-48. 4 
RR 2d 516. However, unlike the situa¬ 
tion in Charlottesville Broadcasting 
Corp., supra, the bank's loan is expressly 
predicated on Reunion’s providing se¬ 
curity in the form of "• • • diversified 
listed stocks and/or bonds or other col¬ 
lateral acceptable to us.** Reunion has 
not shown in its balance sheet (contained 
in its application No. BPH-4460). nor in 
any of Its pleadings, that any collateral 
exists which can be used to meet the 
bank’s security requirement. In view of 
these circumstances, the Board is of the 
view that it Is incumbent upon Reunion 
to show that it has the necessary col¬ 
lateral to meet the condition specified 
by the bank as a prerequisite to making 
the loan. Accordingly an issue will be 
added to resolve this aspect or Reunion's 
financial proposal. There is no need for 
the usual financial qualification Issue 
which would permit inquiry into all 
phases of Reunion's financial proposal, 
because the only aspect of its proposal 
which has been placed in doubt by the 
pleadings before us is that to which the 
lame added herein Is directed. 

7. Eastern further asserts that Re¬ 
union, in Its original application, stated 
that the cost for "Acquiring land” would 
be supplied later, and that Reunion 
would lease its studio and therefore In¬ 
cluded no charges for "Acquiring, re¬ 
modeling. or constructing buildings." 


Eastern urges now that Reunion never 
did supply the cost for acquiring the land, 
nor did It include sufficient charges in 
Its calculated expenses to cover the re¬ 
modeling and constructing costs. This 
allegedly Incomplete showing of con¬ 
struction costs, according to Eastern, 
raises the possibility that Reunion s ex¬ 
penses may be higher than its available 
funds. These contentions were raked 
by Eastern in its petition to have a suffi¬ 
ciency-of-funds or an "Evansville” • is¬ 
sue added by the Hearing Examiner, In 
a Memorandum Opinion and Order, re¬ 
leased June 28. 1965 (PCC CSM-965\ the 
Examiner denied this petition, and while 
Eastern in pleadings before us seeks to 
re-argue these matters, it does not ad¬ 
dress Itself to the Examiner's ruling, nor 
has it filed an appeal from that ruling 
Under the circumstances, the Board will 
not consider the merits of Eastern's con¬ 
tentions with respect to the requested 
sufficiency of funds issue. See section 
1.301 of the Commission's rules govern¬ 
ing appeals from rulings at presiding 
officers. 

Staffing issue. 8. Reunion in its ap¬ 
plication (BPH-4460, see. IV, p. 3) pro¬ 
poses the following staff: 

One a tat l on manager—salesman; one gen¬ 
eral manager—Peter Witt; one program di¬ 
rector — newsman — salesman — annour, r; 
one chief engineer (full-time engineer)—an¬ 
nouncer (one-half time); one announcer 
engineer (full-time); two part-time an¬ 
nouncers— engineer*: one oalesman—c,i. 
nouncer (one-half time); one aecreUry 
traffic manager; one community and wom¬ 
en's affaire director. Christina Wttt. 

Eastern in seeking the inclusion of a 
staffing issue or a "Blrney Issue” * urges 
essentially that Reunion will not be in a 
position to effectuate its proposal to op¬ 
erate 125 hours a week, with 25 percent 
It also asserts that Mr. and Mrs. Witt, 
who live In New York City, cannot be 
considered full-time staff members. 

9. Unlike the situation In the Birncy 
Imes case, where a directional operation 
was proposed with a technical staff of 
one engineer, and 45 percent of the 
broadcast time to be live programming, 
in the instant situation Reunion staffing 
plans indicate two full-time engineer.• 
and two part-time engineers with non- 
dlroctionai operation and a transmits r 
operated by remote control. Eastern's 
contention that Mr. and Mrs. Witt work 
be only part-time employees is purely 
conjectural. Reunion’s President, Peter 
Witt although he has a New York City 
residence, also maintains a residence In 
Three Mile Harbor. Just outside of East 
Hampton. Long Island. The mere fact 
that he has a residence in New York City 
does not, therefore, in and of itself sup¬ 
port the petitioner’s contention as to the 
amount of time the Witts will devote to 
the operation of their station. Eastern 
has made no showing that Reunion will 
not be able to effectuate its proposal with 
the staff which Reunion has proposed, 


• The Designation Order herein. Mlmeo No 

69216. supra, gives the Examiner the right 
to determine whether the funds available to 
the appUcant are sufficient to effectuate its 
proposal. _ 

• The "Blrney Issue” referred to by Eastern 

is assumed to mean the issues added in Bir- 
ney Imee, Jr.. FCC 57-771. 17 HR 553 (1957). 
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and Eastern's request for a staffing issue 
will therefore be denied. 

Accordingly, it is ordered. This 24th 
day of September 1965, that the petition 
to enlarge issues, filed June 28. 1965. by 
Eastern Long Island Broadcasters. Inc., 
Is granted to the extent indicated herein 
and Is denied in all other respects, and 
that the issues in this proceeding are 
enlarged by the addition of the follow¬ 
ing issue: 

To determine whether the bonk loan Re¬ 
union Broadcasting Co. rellee upon to dnanoe 
1U proposal will In fact be available to it, 
tnd. If not. whether Reunton Broadcasting 
Co. U financially qualified. 

Released: September 24. 1965. 

Federal Communications 
Commission • 

[seal] Ben F. Waple. 

Secretary . 

[Fit Doc. 85-10475; Filed. Sept. 30. 1085; 
8:40 a.m.) 


[DocketNo. 16185; FCC 6514-12161 

PALMETTO COMMUNICATIONS 
CORP. 

Order Changing Place of Hearing 

In the matter of revocation of license 
of Palmetto Communications Corp. for 
Standard Broadcast Station WHHL, 
Holly Hill. S C.. Docket No. 16155. 

It is ordered , This 17th day of Septem¬ 
ber 1065. upon consideration of a petition 
in behalf of the Commission's Broadcast 
Bureau ailed September 16. 1965), for 
held hearing in the above-entitled pro¬ 
ceeding. that the said petition, which is 
supported by a showing of good and suf¬ 
ficient cause, is hereby granted; and that 
the hearing herein will be held in Holly 
Hill. 8.C., in lieu of Washington. D.C.. at 
a time and place to be specified by the 
presiding Hearing Examiner during pre¬ 
hearing conference which will be held In 
Washington, D.C., on September 30.1965. 

Released: September 17. 1965. 

Federal Communications 
Commission. 

I seal ) BEN F. Waple, 

Secretary . 

IFJi. Doc. 65-10476; Filed. Sept. 30. 1965; 
8:49 mm.) 


DEPARTMENT OF LABOR 

Wage and Hour and Public Contracts 
Divisions 


FAIR LABOR STANDARDS ACT cov¬ 
erage OF OFFICE BUILDING 
MAINTENANCE EMPLOYEES 


Revocation of Administrator's Relea 
of December 8, 1953 

***** Dumber 8. 191 
In/o u^ r&U)r of **» Wage and Ho 
and Public Contracts Divisions set foi 
defines w hich he followed in dcu 

Doar< * Member Nelson absent. 


mining whether he would assert coverage 
under the Fair Labor Standards Act of 
1938 concerning custodial employees of 
certain types of office and loft buildings. 
The guidelines were based upon percent¬ 
ages of space occupied by specified types 
of tenants (Le., manufacturing or 
mining company, bank, or insurance 
company). These guidelines, of course, 
had reference to the then existing pro¬ 
visions of the Act. 

The 1961 Amendments to the Fair La¬ 
bor Standards Act. In subsection 3(8), 
extended coverage to all employees (un¬ 
less specifically exempted) employed in 
specified categories of "enterprise" or es¬ 
tablishments of such "enterprise", which 
have some employees engaged In com¬ 
merce or In the production of goods for 
commerce. One of these categories, 
paragraph (3) of subsection 3(8), pro¬ 
vides coverage for all employees em¬ 
ployed by: 

An establishment of any such enterprise, 
except establishments and enterprises re¬ 
ferred to in other paragraphs of this sub¬ 
section. which has employees engaged in 
commerce or In the production of goods for 
commerce if the annual gross volume of sales 
of such enterprise Is not less than $1,000,000. 

The guidelines of the December 8,1953, 
release have never been applicable to the 
above subsequently-enacted provision 
which expressly prescribes the statutory 
conditions for coverage of employees of 
an establishment which is part of an 
"enterprise." For example, if a combi¬ 
nation bank and office building (or a 
combination insurance and office build¬ 
ing), which Is an establishment of a 
covered "enterprise,” has at least some 
employees who are regularly engaged In 
maintaining and servicing those portions 
of the building occupied by the bank or 
insurance company (who are thereby 
clearly engaged in the bank's or insur¬ 
ance company’s production of goods for 
commerce), the statutory condition for 
"enterprise” coverage of ail of the build¬ 
ing's maintenance and custodial em¬ 
ployees has been met, regardless of the 
percentage of space occupied by the bank 
or insurance company. 

Furthermore, In view of the Con¬ 
gressional Intent evidenced by the en¬ 
actment of the 1961 Amendments, as 
well as pertinent court decisions and 
experience since the 1953 announcement 
of enforcement guidelines. I have con¬ 
cluded that the enforcement limitations 
set forth in the 1953 release no longer 
provide realistic guidelines for determi¬ 
nation of the Act's coverage of individ¬ 
ual custodial employees of office build¬ 
ings whether or not the building is an 
establishment of a covered "enterprise". 

Accordingly, the enforcement limi¬ 
tations announced in the December 8. 
1953, release no longer serve as adminis¬ 
trative guidelines in determining the 
Act's application to any such employees. 

Signed at Washington. D.C.. this 27th 
day of September 1965. 

Clarence T. Lundquist. 

Administrator, 

(FR. Doc. 65-10442; Filed. 8ept. 30. 1965; 

8:45 AJn.J 


Wage and Hour Division 

CERTIFICATES AUTHORIZING EM¬ 
PLOYMENT OF FULL-TIME STU¬ 
DENTS WORKING OUTSIDE OF 
SCHOOL HOURS IN RETAIL OR 
SERVICE ESTABUSHMENTS AT SPE¬ 
CIAL MINIMUM WAGES 

Notice is hereby given that pursuant 
to section 14 of the Fair Labor Standards 
Act of 1938 (52 Stat. 1060. as amended. 
29 U.S.C. 201 et seq.). the regulation on 
employment of full-Ume students (29 
CFR Part 519), and Administrative 
Order No. 579 (28 FH. 11524). the estab¬ 
lishments listed in this notice have been 
issued special certificates authorizing the 
employment of full-time students work¬ 
ing outside of school hours at hourly 
wage rates lower than the minimum 
wage rates otherwise applicable under 
section 6 of the act. The effective and 
expiration dates are from September 3. 
1965, to September 2, 1966. except as 
otherwise indicated. Pursuant to $ 519.6 
(b) of the regulation, the minimum 
certificate rates are not less than 85 per¬ 
cent of the statutory minimum of $1.25 
an hour. 

The following certificates were issued 
pursuant to paragraphs (c) and <g) of 
$ 519.6 of 29 CFR Part 519, providing 
for an allowance not to exceed the pro¬ 
portion of the total number of hours 
worked by full-time students at rates 
below $1 an hour to the total number 
of hours worked by all employees tn the 
establishment during the base period, or 
10 percent, whichever is less. In occu¬ 
pations of the same general classes in 
which the establishment employed full¬ 
time students at wages below $1 an hour 
in the base period. 

Big Applo Supermarket* food ■ tores: No. 2, 
Reid*vllle, N.C.; No. 3. Reldsvllle. N O. 

Cooper A Ratcliff. Inc., food store; Collin* - 
vlUc, Va; 9-4-65 to 8-31-66. 

Crest 5-10-25 Cent® Storm, Co., variety 
•tore*: Boone, N.C. (9-13-65 to 9-12-68): 
Brevard. N.C. (9-13 65 to 9-12-66); North 
WUkeeboro. N.C. (9-13-65 to 9-12-66): 
WytheviUe. Va. (9-7-65 to 8-31-66). 

Eagle Stores Oo., Inc., variety store; Lin¬ 
coln ion. N.C.; 9-10-65 to 9-9-66. 

Edwards, Inc., variety stores: Beaufort. 
S.C.; 496 King Street. Charleston, 8.C.; 517 
King Street. Charleston. 8.C.; St. Andrews 
Shopping Center. Charleston. 8.C.; 2018 

Reynolds Avenue. Charleston Height*. SO.; 
Plnebaven Shopping Center. Charleston 
Heights, S Ci 41-41Laurel Street. Conway. 
8.C.: Front Street. Georgetown, 8.C.; Myrtle 
Beach. 8.C.; North Main Street, Sumter. S.C.; 
31-63 Washington Street. Walterboro. 8.C. 

W. T. Orant Co., variety etoree: No. 354. 
Birmingham. Ala.; 201 West Avenue A. Belle 
CHade. Fla.; No. 849. Jacksonville. Fla.; No. 
709. Ocala, Fla. (9-9-65 to 9-8-66); No. 661. 

~ Weal Palm Beach. Fla.; 3180 South East Main 
Street, East Point. On; No. 44. Maoon. On. 
1827 Watson Boulevard. Warner Robins. Oa.; 
No. 3086, Gary. Ind.; No. 545, Gardiner 
Maine; 77-85 Congress Street. Bum ford, 
Maine; 149 South Main Street. Fall River. 
Maas.; No. 675. Asheville, N.C.; No. 183 
Bayonne. NJ. (9-3-65 to 8-31-66); 329 
Franklin Avenue. Wyckoff. N.J. (9-30-65 to 
9-30-60): 23 South Third Street. Newark. 
Ohio; No. 159. Oil City. Pa. (9-7-65 to 
9-6-66); No, 556. Phoenlxvlile, Pa. (9-7-65 
to 9-6-66); 250 Main Street. Pawtucket, BX; 


I 
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No. 484. Cayce. 8.C.; 101 North Main Street. 
Greenville. 8.C. (0-30-05 to 9 2966); No. 
454. Houston. Tex. (9-KMJ5 to 0-2-05); No. 
241, 8t. Johnsbury. Vt.; 025 Caroline 8treet. 
Fredericksburg, Vs. (0-3-55 to 8-31-56); 106 
Third Street. Elkins. W Vs (0-3-55 to 

8- 31-55). 

Ktstler Col lister Oo. department store; 
1100 San kfnteo North East. Albuquerque. 
N Mcx., 9-20-55 to 0-19-55 
S S. Kresge Oo, variety stores: No 4525, 
Hartford. Conn,; No. 201. New London. Conn.; 
No. 355. Wilmington. Del.; No. 135. 6t. 
Charles. 111.; No 4554. Richmond, Ind.; No. 
285. Baltimore. Md.; No. 576. Baltimore. Md 
(0-7 55 to 9-5-50); No 155. Boston. Maw.; 
No. 555. Detroit, Mich.; No. 4578. Falrbault. 
Minn : No 469. Bayonne. NJ.; No. 562. 
Bloomfield. NJ.; No. 573. Haddonfield. NJ.; 
No. 243. East Brunswick. N.J.; No. 498. Eaton- 
town. NJ,; 910 Springfield Avonue. Irving¬ 
ton. N.J.; No 253. Jersey City. N.J.; No. 302. 
Montclair. NJ.; No. 508. Monrtstown. NJ.; 
No. 80. Pammus, N.J.; No. 221. Parlln, N.J.; 
No. 250, Passaic. N.J.; No. 30. Paterson. N J.; 
No. 367. Perth Amboy. NJ.; No. 75. Plain- 
field, NJ.; No. 23. Princeton, N.J.; No. 55. 
Trenton. NJ.; No. 587. Woodbury. NJ.; No. 
307, Iron ton. Ohio (9-7-55 to 0-5-56); No. 
744. Oklahoma City, Okla (9 8-66 to 0-2-55); 
No. 460. Harrisburg. Pa.; No 543, Monroeville. 
Pa.; 45 Seneca Street. Oil City. Pa.: No. 207. 
Philadelphia. Pa : No 528. Philadelphia. Pa.; 
No 282. Pit Luton, Pa. (9-5-55 to 0-7-55); 
No. 18. Reading. Pa.; No. 203, 8haron. Pa.; 
No. 478. Warren. Pa ; No. 87, Williamsport. 
Pa.; No. 714. Port Worth. Tex. (0-8-55 to 

9- 2-55); No 730. Inrlng. Tex. (0-5-56 to 
9-2-56); No. 445. Milwaukee. WU.; No. 181, 
Oshkosh. Wis.; No 110, Watertown. WU. 

Kuhn's 5—10-25«* Stores, variety store*: 118 
Filth Street, Murray. Ky. (0-3-55 to 8-31- 
65); 120 Main Street. Dickson. Tenn. (0-3-55 
to 8-31-65); 4816 Charlotte Road. Nashville. 
Tenn. (0-3-65 to 8-31-55); East Lincoln 
Street. Tull shorn a, Tenn. (0-3-55 to 8-31- 
56): Front Street and Ppbltc Square. Win¬ 
chester, Tenn. (9-8 65 to 8-31-66). 

McCrory-McClellan-Green Stores, variety 
store*: 114 North Washington Street. Albany. 
Os.; No 1031. Atlanta. Ga.; No. 305. Fort 
Bragg. N O.; No 427, Lexington. N.C.; No. 
1071. Allentown. Pa. (9-4-56 to 9-3-55); No. 
45, Chambenburg, Pa.; No. 28. Cheater. Pa,; 
No 220. Councils ville, Pa.; No. 147, Ebens- 
burg. Pa ; No 325. Fairies* Hills. Pa. ( 9 - 4 - 
65 to 9-3-65); No 273, LewUtown. Pa.; No. 
201. Philadelphia. Pa; No. 7. Reading. Pa. 

G. C. Murphy Oo.. variety store*: No. 149. 
AnnopolU. Md ; No 134. Baltimore. Md.: No. 
188, Baltimore. Md : No. 147, Baltimore. Md.. 
No 148, Baltimore. Md.; No. 151. Baltimore. 
Md ; No. 1(2. Baltimore, Md.; No. 153. Balti¬ 
more. Md ; No. 174. Baltimore, Md.; No 200, 
Baltimore, Md.; No. 224. Baltimore. Md.; 
No 238. Baltimore. Md.; No. 267. Baltimore. 
Md.; No. 179. Cumberland, Md; No 268. 
Glen Burnle. Md.; No. 242, HUlcreet Heights, 
Md.; No. 273, Hayattsvllle. Md.; No. 236, Oxon 
H1U. M<1; No, 191. RockvUle. Md.; No. 248. 
Rockville. Md.; No. 256. RockvUle. Md.; No. 
199. Silver Spring. Md.; No 06. Westminster. 
Md.; No. 117, Allqulppa. Pa.; No 27. Am* 
bridge. Pa,; No. 78. Bangor. Pa; No. 188, 
Bsmeeboro. Pa ; No. 58. Beaver. Pa.; No. 32. 
Beaver FaUs, Pa ; No. 130, Bedford, Pa.; No. 
144. Beliefonte. Pa.; No. 115. Bellevue. Pa.; 
No. 271. Bethlehem. Pa.; No. 178. Brookvllle. 
Pa.; No. 30. Brownsville, Pa; No. 160. Bur- 
gettstown. Pa; No 92. Butler. Pa.; No. 55. 
California, Pa.; No. 64. Carnegie, Pa.; No. 11, 
Charleroi. Pa ; No 88, Clalrton. Pa.; No. 65. 
Clarion. Pn ; No. 158. Clearfield. Pa.; No. 201, 
C’onnoilfvllle, Pa,; No. 159. Oorry. Pa.; No. 45, 
Elizabeth. Pa.; No. 175, Erie. Pa.; No. 225. 
Erie. Pa.; No 124. Everett. Pa,; No. 58. Farrell, 
Pa,; No 44. Ford city. Pa.; No. 184. Franklin. 
Pa ; No 129. Gettysburg. Pa; No. 3. Grecns- 
burg. Pa ; No. 43. Greenville. Pa.: No. 13. 
Grove City. Pa.; No. 28. Hanover. Pa.; No. 
155. Harrisburg. Pa ; No. 228, Havertown. 
Pa,: No 211. Hollldaysburg. Pa.; 143. Hunt¬ 
ingdon. FA; No. 126. Indiana. Pa.; No. 23, 


Irwin, Pa.; No. 45. Jeannette. Pa; No. 0, 
Kittanning. Pa: No. 6. Latrobe. Pn . No. 70. 
Lehlghton. Pa.; No. 232. Lemoyne, Pa ; No. 
50, Lewis town. Pa.; No. 116. Ligonler. Pa.; 
No. 202. McDonald. Pa.; No 51. McKee* 
Rocks. Pa.; NO. 1. McKeesport, Pa; No. 16. 
Meadvllle. Pa.; Mechanlcsburg. Pa.; No. 186, 
Meyeradsle/ Pa; No 84. Midland. Pa ; No. 
31. Moneesen. Pa.; No. 145, Mount Union, Pa.; 
No. 233, Natrona Height*. Pn.; No. 193. 
Nazareth. Pa.; No. 48. New Bethlehem. Pa.; 
No. 106. New Castle. Pa; No 4. New Kensing¬ 
ton. Pa.; No. 157. North East. Pa.; No. 183. 
North South Pittsburgh. Pa ; No 245. Phila¬ 
delphia. Pa.; No 220. Philadelphia. Pa.; No. 
12. Pittsburgh. Pa.; No. 29. Pittsburgh. Pa.; 
No. 55. Pittsburgh. Pa.; No. 57. Pittsburgh. 
Pa.; No 61. Pittsburgh. Pa ; No. 83. Pitta- 
burgh, Pa.; No. 87. Pittsburgh. Pa ; No. 170. 
Pittsburgh. Pa.; No. 106. Pittsburgh. Pa.; No. 
206. Pittsburgh. Pa.; No 221. Pittsburgh. 
Pa.; No 237. Pittsburgh, Pa.; No. 258. Pitts¬ 
burgh. Pa.; No. 183. Punxeutawiiey. Pa : No 
127, Red Lion. Pa.; No 247. Rldgway. Pa.; 
No. 7. Rochester, Pa.; No. 85, St. Marys. Pa.; 
No. 80. Sewlckley, Pa.; No. 128, Sharon. Pa.; 
No 118, Shippenflburg. Pa.; No. 145. State 
College. Pa.; No 64. Tarentum. Pa ; No. 73. 
Titusville, Pa.; No. 6, Turtle Creek, Pa.; No. 
154. Uniontown. Pa.; No. 159. Vondergrlft. 
Pa.; No. 60, Warren. Pn . No. 155. Washing¬ 
ton. Pa.; No. 177, Waynenburg. Pa.; No. 47. 
Weet Newton. Pa ; No 39. WUkinsburg. Pa.; 
No. 227. Willow Grove. Pa ; No 205. York. 
Pa.; No. 173. Austin, Tex. 

Nettner Brother*. Inc., variety atoms: No. 
157, Cutler Ridge, Fla.; No. 174. Port Char¬ 
lotte. Fla.; No 38, Chicago, IU.; No 49. 
Chicago. IU. 

J. J. Newberry Co., variety store*: Seven 
Dexter Avenue. Montgomery, Ala (9-8-55 
to 0-7-56); 846 Main Street, Hartford. Conn.; 
815-19 Franklin Street. Tampa. Fla ; 1147 
Broadway. Columbus, Ga. (0-9-55 to 9-8- 
68); 718 West Chicago Avenue. East Chicago. 
Ind. (10.22-65 to 10-21-56); Main and Mnys- 
vllle Street. Mount Sterling. Ky. (9-4-65 to 
8-31-56); 113-110 Main Street. Calais. Maine 
(9-10-55 to 9-2-55); 142 Main Street, Ells¬ 
worth. Maine (9-8-55 to 9-3-56); 45-57 

Main Street. Farmington. Maine; No. 351, 
Norway. Maine <9-8-66 to 9-2-56); 79 North 
Street. Pittsfield, Mass (9-8-55 to 9-2-56): 
No 192. Stoughton. Mas*. (9-8-56 to 9-2-55); 
384 Central Street. Franklin. N.H.; No. 135, 
Portsmouth. N.H.; 131 West Front Street. 
Berwick. Pa ; No. 9. Chombersburg. Pa.; 110 
East State Street. Kenneti Square. Pa ; No. 
105. Lock Haven, Pa.; 243 245 High Street. 
Pottstown. Pa.; No. 389. Somerset. Pa.; No. 
34. Waynesboro, Pa ; Main Street. Barre. 
Vt. 

Park r N Shop Supermarket, food stores: 
Bast Jefferson. Culver. Ind.; Lincoln way at 
Beach Road. Oceola. Ind ; 54977 Mayflower 
Rood. South Bend. Ind 

Samuel Schletrtnger. Inc., apparel store; 
5716 Bcrgenllne Avenue. Weet New York. 
NJ; 9-17-65 to 9-15-56. 

Super Du per Food Center, food store; 
South Third and Say lea Boulevard. AbUene. 
Tex.; 9-15-65 to 9-14-65. 

T.G. & Y. Store* Co. variety store; No. 181. 
Albuquerque, N. Mex . 9-9 65 to 9-2-56. 

Word Bros. Inc . apparel store; 72 Lisbon 
Street. Lewiston. Maine. 

Weller Grocery Co , food store: 2691 North¬ 
west 54th Street. Miami. Fla. 

The following certificates were Issued 
to establishments coming Into existence 
after May 1, 1960. under paragraphs (c). 
(d>, <g). and <h> of *519.6 of 29 CFR 
Part 519. The certificates permit the 
employment of full-time students at 
rates of not less than 85 percent of the 
minimum applicable under section 6 of 
the act in the classes of occupations 
listed, and provide for limitations on the 
percentage of full-time student hours of 
employment at rates below the applicable 


statutory minimum to total hours of em¬ 
ployment of all employees. The per¬ 
centage limitations vary from month to 
month between the minimum and max¬ 
imum figures indicated. 

BiU Crook's Food Town, food store. No 3 . 
Hendersonville. Tenn.; sack boys and mock 
clerks; between 95 percent and 10 percent 

Edward's. Inc., variety stores for U« oc- 
cup*lion of sale* clerks: Mitchell Shopping 
Center, Aiken. 8.C. (between 48 perccr.i ,tmI 
10 percent); Hampton Place Shopping cen¬ 
ter. Greenwood. S.C. (between 98 perertu 
and 10 percent); Orangeburg. 8.C. (beu-.-tn 
9.3 percent and 10 percent). 

W. T. Grant Co., variety stores for tht *- 
cupattons of sole* clerks, stock clerk:. o.T.r e 
clerks and cashiers, except as otherwise indi¬ 
cated; 23-27 North Walnut Street. Millord, 
Del. (between 18 percent and 10 percent 

9- 9-65 to 9-8-58); No. 967. Albuquerque 

N. Mcx (between 3 2 percent and 8.3 percent. 

9 '8-65 to 4-30-55); No 576. Milton Ps 
(sale* clerks and stock clerks. 10 percent for 
each month). 

8. S. Kresge Co., variety stores for the oc¬ 
cupation of sale* clerks, except as otherwise 
indicated: 2520 Airport Road. Colorado 
Springs. Colo, (between 3.1 percent and 6 
percent, 9-20-55 to 9-19-56); No. 4049, 
Macon. Ga. (10 percent for each month. 0- 
17-55 to 9-15-65) ; No. 4591. Chico* * Ill 
(10 percent for each month, 9-15-55 to 9-15- 
65); 619 Franklin Street. Michigan City. Ind. 
(sale* clerks, stock clerks and office clerks. 

10 percent for each month): No. 217. Vincen¬ 
nes, Ind, (between 7.7 percent and 10 per¬ 
cent); No. 4570. Austin. Minn (between 0 7 
percent and 10 percent); No. 132. Chmy 
Hill. NJ. (10 percent for each month f No. 
274, Wayne. NJ. (10 percent for each 
month); No. 752. Oklahoma City. OkU. (be¬ 
tween 2.8 percent and 10 percent, 11-0-65 to 
11-8-66); No. 62. OoraopoUs. Pa (between 

O. 0 percent and 10 percent); No. 4032. Greens- 
burg. Pa. (between 4 percent and 10 percent, 

10- 165 to 9-30-66); No. 189. Middletown. 
Pa. (10 percent for each month); No 129. 
Philadelphia. Pa. (between 3 4 percent -and 
10 percent); No. 53. Pittsburgh. Pa. (between 
4 3 percent and 10 percent); No. 4574. Potts- 
vUle. Pa. (between 4 4 percent and 10 per- 
oent); No. 4013. Baytown. Tex. (between 3 1 
percent and 10 percent. 9-8-55 to 7-19 66). 
No. 770, Fort Worth. Tex. (between 4.9 per¬ 
cent and 10 percent. 9-8-55 to 9-2-66 •. No 
4051, Sou Claire. Wl*. (between 2 percent and 
6 percent). 

Kuhn's Variety Store, variety stores for the 
occupations of sole* clerks, stock clerks and 
office clerks; Fort Campbell Boulevard. 
Hopkinsville, Ky. (10 percent for each month, 
9-8-65 to 8-31-56); Main and Third Street*. 
Russellville. Ky. (between 0.0 percent and 
10 percent. 9-3-55 to 8-31-56); Harding 
Road. Nashville, Tenn. (10 percent for each 
month. 9-3-55 to 8-81-551 . 

McCrory-McLeUon-Green Store* variety 
stares for the occupations of salesclerk*, 
stock clerks and office clerks: No. 365 Mel¬ 
bourne. Fla. (10 percent for each montln 
No. 345. ELlloott City. Md (10 percent for 
each month); No. 346. La Vale. Md (between 
I 2 percent and 5.1 percent). 

Milady Shop, apparel store; 2544 Miracle 
Lane. MUchswoka, Ind.; salesclerks and 
porter; between 28 percent and 32 percent: 
9-15-55 to 9-14-56. 

G. C. Murphy Oo , variety stores for the 
occupations of salesclerk*, stock clerk* 
office clerks and janitorial: No 91. Baltimore. 
Md. (10 percent for each month); No 285, 
Baltimore. Md. (10 percent far each month 1 ; 
No. 301. Glen Bumie. Md (10 percent for 
each month); No. 302, Carlisle, Fa (10 per¬ 
cent for each month); No. 280. UcKeeepo* 
Pa (between 3 percent and 10 percent 1 . No 
293. Pittsburgh. Pa. (10 percent for earn 
month) . 

Ray las* Department Store, departm^ 
store: Bralncrd Village Shopping Center. 
Chattanooga. Tenn.; markers, janitorial. 
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ixieaeitrki, stock clerks and office clerks; 10 
percent for each month: 0-10-45 to 0-10-66. 

Each certificate has been issued upon 
the representations of the employer 
which, among other things, weft that 
employment of full-time students at 
special minimum rates is necessary to 
prevent, curtailment of opportunities for 
employment, and the hiring of full-time 
students at special minimum rates will 
not tend to displace full-time employees. 
The certificates may be annulled or with¬ 
drawn, as indicated therein, in the man¬ 
ner provided in Part 528 of Title 29 of 
the Code of Federal Regulations. Any 
penon aggrieved by the issuance of any 
of these certificates may seek a review 
or reconsideration thereof within 15 days 
after publication of this notice In the 
Fotial Register pursuant to the pro¬ 
visions of 29 CFR 519.9. 

Signed at Washington, D.C., this 23d 
day of September 1965. 

Robert G. Gronkwald. 

Authorized Representative 
of the Administrator . 

[TIL Doc. 66-10441; Filed. Sept, 80. 1966; 

8:46 A4BL) 


FEDERAL POWER COMMISSION 

(Docket Noe. EX66-73 etc.) 

MURPHY OIL CORP. ET AL. 

Order Providing for Hearings on and 
Suspension of Proposed Changes in 
Rates 1 

September 23,1965. 

The Respondents named herein have 
filed proposed Increased rates and 
charges of currently effective rate sched¬ 
ules for sales of natural gas under Com¬ 
mission Jurisdiction, as set forth in ap¬ 
pendix A hereof . 

The proposed changed rates and 
charges may be unjust, unreasonable, 
unduly discriminatory, or preferential, 
or otherwise unlawful. 

The Commission finds: It is In the 
public interest and consistent with the 
Natural Gas Act that the Commission 
enter upon hearings regarding the law¬ 
fulness of the proposed changes, and that 
the supplements herein be suspended 
and their use be deferred as ordered 
below. 

The Commission orders: (A) Under 
the Natural Gas Act. particularly sec- 

Arrxxprx A 


lions 4 and 15. the regulations pertaining 
thereto <18 CFR Ch. I), and the Com¬ 
mission's rules of practice and procedure, 
public hearings shall be held concerning 
the lawfulness of the proposed changes. 

OB) Pending hearings and decisions 
thereon, the rate supplements herein are 
suspended and their use deferred until 
date shown hi the "Date Suspended Un¬ 
til" column, and thereafter until mode 
effective as prescribed by the Natural 
Gas Act. 

<C) Until otherwise ordered by the 
Commission, neither the suspended sup¬ 
plements, nor the rate schedules sought 
to be altered, shall be changed until dis¬ 
position of these proceedings or expira¬ 
tion of the suspension period. 

(D) Notices of intervention or peti¬ 
tions to intervene may be filed with the 
Federal Power Commission, Washington. 
D.C., 20426, in accordance with the rules 
of practice and procedure <18 CFR 1.8 
and 1.37(f)) on or before November 10. 
1965. 

By the Commission. 

[seal] Joseph H. Outride. 

Secretary . 
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Murphy 00 Carp., et tJL, 
s.0 Jefferson Art- El 
Dorado, Ark.. 71 no. 

Murphy OH Oorp . et al_ 


Marathon 00 Co. (Oper¬ 
ator), «t al., 539 Booth 
Main St., Findlay, 
Ohto.4®40.^^ 
Marathon Ofl Oo_ 


Oklahoma Natural Gaa 
<•<>.. l*oat Office Box «7t, 
Tulsa, Okla^ 74109 

Oklahoma Natural On 
Co., of aL 


Sinclair Oil A On Co., 


Union Texas Petroleum, a 
Dlvklon of Allied Che mi- 


Texas Eastern Traramhakm 
Corp. iDrltil Plant, Frank- 
ho. Madison and Kick- 
land Perishes. La.) (North 


Texas Eastern Transmission 
Corp. (Delhi Gas Wells, 
Richland Parish. U) 


14 


m 


(North Louisiana). 
Panhandle Eastern Pipe 
Ltor Co. (Jfouib east Wfl 
Fkld, Stafford County, 
Kara.). 

Loos Star Oas Co. (East 
Durant Field. Bryan 
County. OkU.) (Oklahoma 
"Other'* Area). 

Trans s»estem Pipeline Co. 
(Waal 8 hat tuck Field. 

Km» County, OkU) (Pan¬ 
handle Area). 


Houston. 
Aun.; Mr, 
Flower*. 

Pan American 


Tex.. 77001i 
Elliott O. 


___ Petmlrum 

gwp. (OnaratarKMiS, 
Port Office Box 309a. 
Houston. Tex., 77001. 
Attn.: Mr. Datm J.Capp. 

ftfsrsS."* 


114 


»U 
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Pipeline Co. 
(Elmwood FkldyBeaver 
County, Okie ) (Pao- 
haadie Area). 

II. L. Hunt and William 
Herbert Hunt. Independent 
Executor*. • (North 
Lansing Fkhl. Uarrtaoo 
COunty. To* .) (R.R. 
Dktrtct No. t). 

United Oaa Pipe Line Co. 
(North IVttus and Burnell 
Fields. Karat*. Bee, and 
Goliad Count ka. Tax.) 
(R-R. District No. ffi. 


United Oas Pino Una Co. 
(Burnell and North IVttus 
Fields. Kansas. Bee. and 
(Mad Count ks, Tax.) 
(R.R. Dktrict No. 7). 

Teire Eastern Tranrmkslan 
Corp. (Violet Field. Nueces 
County, Tfei.) (R.R. Dis¬ 
trict No. 4). 


'»** lbe ,a,Mn ^ "floe-led by BMpoodcot. 

pjJ*. 


: Mct 


■ Sublet to a deduction of 0.76 cant per Mcf hj 
it lartu'ks letter Agreement dated Aug 


•7 buyer for compression. 
«*, i— * “ 


US* D l u adjustment. 

Kastrrakhs FFC Oas Rale Schedule No. 4 to Texas 
tn l ‘Wki t m• egecUea rata oUSA cents per Mcf subject to refund 

ter 333SKfaS?®||jSSa 11 *“***' “ ^ Its related Increase to 16Dc*nu 

d «i not coneolidate for bearing or dispone of tho several matters herein. 
No. 190—Pt. I 


Letter Amwnl dated Au*. ». 146*. providing for the redetermined 
rate for the 3-rear period commencing Oct. 1,17U. 

» Redetermined rate In c re a se. 

ad affective date k the Arst day after exptralfon of the required statutory 


• Thas 

notice. 

“>n>pbt»d bvfubmHtel oo 9>pt. 1,10H. often,, Mmnwnt Jtbul Auf .», 
b't—rn cmtala .feriaior, noaopuMor ea-owmn w<4 CoIUkJ. •v 

U Two-step parlodia rate lucres.*. 
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NOTICES 


Union Texas Petroleum, a Division of 
Allied Chemical Corp. (Operator), et al. 
(Union Tfcxae). and Pan American Petro¬ 
leum Corp. (Operator), et al. (Pan Ameri¬ 
can). request on effective date of October 1, 
1965. for their proposed rate Increases. 
Good cause has not been shown for waiving 
the 30-day notice requirement provided In 
rectlon 4(d) of the Natural Oaa Act to per¬ 
mit an earlier effective date for these pro¬ 
ducers' proposed rate filings and such re¬ 
quests are denied 

Union Texas and Pan American's pro¬ 
posed Increased rates and charges exceed 
the applicable area price level for Increased 
rates for Texas Railroad District No. 2 as 
set forth In the Commission's statement of 
General Policy No. 61-1. as amended (18 
CPR ch. I, Part 3, f 2 56) . 

I P R. Doc 65-10376; Plied. Sept. 30. 1965; 

8:45 a-ro.) 


(Docket No. CP66-79J 

CITIES SERVICE GAS CO. 

Notice of Application 

September 24,1965. 

Take notice that on September 20.1965. 
Cities Service Gas Co. (Applicant). Post 
Office Box 1995, Oklahoma City, Okla., 
73101, filed In Docket No. CP66-79 an ap¬ 
plication pursuant to section 7(c) of the 
Natural Gas Act for a certificate of pub¬ 
lic convenience and necessity authorizing 
the construction, installation and opera¬ 
tion of metering and appurtenant facil¬ 
ities on its existing 16-inch gas pipeline 
and the sale and delivery of gas to Kansas 
Public Service Co., Inc., for resale and 
distribution to consumers in and about 
the Underwood Development Addition, 
Lawrence, Kans. all as more fully set 
forth in the application which is on file 
with the Commission and open to public 
inspection. 

Specifically. Applicant seeks authoriza¬ 
tion to tap its 16-inch pipeline in the 
Southwest Quarter of Section 14. Town¬ 
ship 12 South. Range 19 East. Douglas 
County, Kans., and construct. Install and 
operate the metering and appurtenant 
facilities which will enable it to sell nat¬ 
ural gas to Kansas Public Service Co., 
Inc., for such resale and distribution. 

Applicant states that the estimated 
third year peak-day and annual natural 
gas requirement for said Underwood De¬ 
velopment Addition is 16 Mcf and 1,800 
Mcf. respectively. 

The estimated cost of the proposed fa¬ 
cilities is $390.00, which cost will be fi¬ 
nanced from treasury cash. 

Protests or petitions to Intervene may 
be filed with the Federal Power Commis¬ 
sion. Washington. D.C.. 20426. in accord¬ 
ance with the rules of practice and pro¬ 
cedure (18 CFR 1.8 or 1.10) and the regu¬ 
lations under the Natural Gas Act <157.- 
10) on or before October 20,1965. 

Take further notice that, pursuant to 
the authority contained In and subject 
to the Jurisdiction conferred upon the 
Federal Power Commission by sections 7 
and 15 of the Natural Gas Act and the 
Commission's rules of practice and pro¬ 
cedure. a hearing will be held without 
further notice before the Commission on 
this application if no protest or petition 
to intervene is filed within the time re¬ 
quired herein, if the Commission on its 
own review of the matter finds that a 


grant of the certificate is required by the 
public convenience and necessity. If a 
protest or petition for leave to intervene 
is timely filed, or If the Commission on 
its own motion believes that a formal 
hearing is required, further notice of such 
hearing will be duly given. 

Under the procedure herein provided 
for. unless otherwise advised, it will be 
unnecessary for Applicant to appear or 
be represented at the hearing. 

Joseph H. Gutride, 

Secretary. 

[PR. Doc. 65-10451; Piled. Sept 30. 1965; 

• 8:46 am) 


| Docket No. E-63841 

COLUMBIA RIVER BASIN HEAD¬ 
WATER BENEFITS INVESTIGATION 

Notice Fixing Time and Place of 
Hearing 

September 24. 1965. 
Notice is hereby given that the hearing 
in the above-designated docket, fixed by 
order of June 22, 1965. is set for Novem¬ 
ber 30.1965, at 10 a.m.. e.s.t. in a hearing 
room of the Federal Power Commission, 
441 O Street NW.. Washington. D.C.. 
20426. 

Joseph H. Gutride, 
Secretary. 

(P.R. Doc. 65-10452; Filed. Sept. 30. 1965; 
8:46 am.) 


(Docket No. CP64-220] 

GARFIELD GAS GATHERING CO. 

Notice of Petition To Amend 

September 24,1965. 

Take notice that on September 16, 
1965, Cascade Natural Gas Corp. (Peti¬ 
tioner), 222 Fairview Avenue North, 
Seattle. Wash.. 98109. filed In Docket No. 
CP64-220 a petition to amend the order 
of the Commission issued in said docket 
July 31, 1964, which order authorized 
Garfield Gas Gathering Co. (Garfield) 
to construct and operate certain facili¬ 
ties and to sell natural gas In interstate 
commerce for resale to Mountain Fuel 
Supply CO. (Mountain Fuel) at an aver¬ 
age Initial daily rate of 25,000 Mcf in¬ 
creasing to an average daily rate of 
50.000 Mcf. all as more fully set forth in 
the petition to amend which is on file 
with the Commission and open to public 
inspection. 

By the instant filing. Petitioner re¬ 
quests that it be substituted for Garfield 
as the party applicant in Docket No. 
CP64-220; that the Commission's order 
of July 31. 1964, in the aforementioned 
docket be amended to substitute Peti¬ 
tioner for Garfield as the holder of the 
certificate of public convenience and ne¬ 
cessity Issued by said order; that Gar¬ 
field's FPC Gas Rate Schedule No. 2 
covering Garfield's proposed sale to 
Mountain Fuel be cancelled and that 
Petitioner's FPC Gas Rate Schedule No. 
1, tendered concurrently with the sub¬ 
ject petition be accepted for filing by the 
Commission. 

Petitioner states that it is a distribut¬ 
ing company engaged in the distribution 


of natural gas In 62 communities in the 
States of Washington and Oregon and 
presently purchases its entire supply of 
natural gas from El Paso Natural Gas 
Co. „ 

The petition states that petiUonn u 
not now subject to regulation as a natu¬ 
ral gas company under the Natural o&a 
Act but is cognizant of the fact that the 
construction and operation of the facili¬ 
ties which are the subject of the Com¬ 
mission's certificate order of July 31. 

1964, in Docket No. CP64-220. and the 
proposed sale of natural gas to Mountain 
Fuel under Petitioner's preferred FTC 
Gas Rate Schedule No. 1 are and will be 
subject to regulation by the Commi^iun 

Petitioner states that pursuant, to a 
contract dated September 3. 1965, be¬ 
tween Petitioner and Mountain Fuel re¬ 
lating to the proposed sale of natural rrs 
by Petitioner to Mountain Fuel it would 
render natural gas service to Mountain 
Fuel under the same general terms and 
condition as heretofore proposed by Gar¬ 
field. This contract Is intended by Peti¬ 
tioner to supersede Garfield's FPC Gas 
Rate Schedule No. 2. 

The petition states that on July 2, 

1965, Petitioner purchased 100 percent 
of all of the Issued and outstanding com¬ 
mon stock of Garfield consisting of 
1,000.000 shares of $0.05 par value, Gar¬ 
field becoming, on July 2, 1965. a wholly 
owned subsidiary of Petitioner. The ap¬ 
plication further states that as evidenced 
by a Certificate of Dissolution issued by 
the State of Delaware. Garfield waft dis¬ 
solved as a corporation effective August 
23.1965. 

The construction of the proposed facil¬ 
ities has been and would be Initially fi¬ 
nanced through $6,500,000 of 5 l k per¬ 
cent short-term bonk credit which Peti¬ 
tioner states It has obtained from the 
Canadian Imperial Bank of Commerce 
Seattle. Wash. Prior to March 31. 1966, 
Petitioner states that it plans to re¬ 
finance this short-term arrangement by 
issuing 20-year 5 Vi percent per annum 
First Mortgage Bonds to some or all of 
Its present First Mortgage Bondholder . 

Protests or petitions to intervene may 
be filed with the Federal Power Commis¬ 
sion, Washington. D.C., 20426, In accord¬ 
ance with the rules of practice and pio- 
cedure (18 CFR 1.8 or 1.10) and the regu¬ 
lations under the Natural Gab Act 
(157.10) on or before October 15. 1965. 

Joseph H. Outride. 

Secretary 

(PR. Doc. 65-10453; Piled. 8*pt 30. 1965. 

8:46 am.| 


| Docket No. CP65-3561 

TENNESSEE GAS TRANSMISSION CO. 

Ordar Permitting Intervention ond 
Fixing Dote of Prehearing Con- 
ference 

September 24.1965 

In its application filed May 11. 196 5 - 
In Docket No. CP65-356 Tennessee Gas 
Transmission Co. iTOT) seeks a cer¬ 
tificate of public convenience and neces¬ 
sity authorizing It to construct and op¬ 
erate pipeline and related faculties, at 
an estimated cost of $32,007,700, for the 
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parpen of extending Us transmission 
system from Valve No. 523 on its Musk¬ 
rat Line In southern Louisiana to vari¬ 
ous offshore fields to connect Its own off¬ 
shore reserves, as previously described 
in the notice issued May 17. 1965, and 
published in the Federal Register on 
May 25.1965 (30 FJR. 7023). 

Petitions seeking leave to intervene in 
tht^ proceeding were timely filed as Indi¬ 
cated In the following tabulation: 

Names of petitioners Dates of filing 
Consolidated Oas Supply Corp., 

The Kant Ohio Qua Co.. Lake 
Shore Pipe Line Co., and The 
People* Natural Goa Co. 

1 Joint Petition)__June II. 1065 

Long inland Lighting Co_June 7. 1965 

Red upper Pipe Line Co_June 9. 1965 

The Brooklyn Union Gae Co... June 10.1965 

Th<‘ Manufacturer* Light and 
Heat Co„ The Ohio Fuel Gaa 
Co and United Fuel Oaa Co. 

(Joint Petition).....__ June 11.1965 

Public Service Electric and Gaa 
Co.June 10.1966 

On May 28. 1965, the Public Service 
Commission of the State of New York 
filed a notice of intervention in Docket 

No CP65-356. 

All of the petitions to intervene, ex¬ 
cept that of Red Snapper Pipe Line Co. 
(Red Snapper), were filed by customers 
of TGT. These customers unanimously 
express concern regarding the probable 
cost Impact on them through the rates 
they pay TOT If the latter is permitted 
to spend In excess of $32,000,000 to at¬ 
tach to its system the offshore reserves 
which, they point out. have already 
caused TOT to Invest $1,476,000 for field 
measurement facilities and $73,299,000 
In production lease facilities. They 
maintain that it is not possible to evalu¬ 
ate the cost impact of TOT'S proposals on 
the basis of the data included in TOT's 
application and request that a formal 
healing be held to develop the facts. 

Red Snapper's petition to Intervene 
states that it has completed engineering 
studies regarding an offshore pipeline 
system regarding which it expects shortly 
to file an application proposing to offer 
the economies of large-volume trans¬ 
portation service to producers who have 
developed reserves in offshore Louisiana 
fields. Red Snapper avers that Its pro¬ 
posed Pipeline Will be in close proximity 
to the reserves which TOT proposes to 
attach and that Its proposed transporta¬ 
tion service will be available to TOT. 

The Commission finds: It is desirable 
to allow the companies which have filed 
petitions to intervene to become inter¬ 
veners in this proceeding in order that 
they may’ establish the facts and law 
irom which the nature and validity of 
their alleged rights and interests may be 
flctemiined and show what further ac- 
‘ton may be appropriate under the cir¬ 
cumstances in the administration of the 
Natural Oas Act. 

The Commission orders: 

‘A> The above-named petitioners are 
hereby permitted to become interveners 
in this proceeding subject to the rules 
; )nd regulations of the Commission: 
Provided, however. That the participa¬ 
tion of such interveners shall be limited 
Jo matters affecting asserted rights and 
interests as specifically set forth in said 


petitions for leave to intervene; and Pro¬ 
vided. further, That the admission of 
such interveners shall not be construed 
as recognition by the Commission that 
they or any of them might be aggrieved 
because of any order or orders of the 
Commission entered in this proceeding. 

<B) Pursuant to the provisions of 
$ 1.18 of the Commission's rules of prac¬ 
tice and procedure, a prehearing con¬ 
ference before a duly designated presid¬ 
ing examiner shall commence at 10 ajn. 
e.d.s.t., on October 12. 1965, in a hearing 
room of the Federal Power Commission, 
441 O Street NW„ Washington. DC., 
20426, for the purpose of considering all 
matters at issue In the proceeding, de¬ 
termining the manner in which evidence 
shall be presented, fixing the date on 
which the hearing shall commence, and 
entertaining adoption of suggestions 
which may expedite the proceeding. 

(C) Tennessee Gas Transmission Co. 
shall, within five days after issuance of 
this order, serve copies of its application 
and supplement thereto upon all parties 
to this proceeding, unless such service 
has heretofore been made. 

By the Commission. 

Iseal ) Joseph H. Gutrioe, 

Secretory . 

IFJ* Doc. 65-10464; Filed. 8ept. 80, 1965: 
8:46 am) 

DEPARTMENT OF HEALTH, EDU¬ 
CATION, AND WELFARE 

Food ond Drug Administration 
AMERICAN CYANAMID CO. 

Notice of Filing of Petition for Food 
Additives Adhesives 

Pursuant to the provisions of the Fed¬ 
eral Food. Drug, and Cosmetic Act (sec. 
409(b)(5). 72 Stat. 1786: 21 U.S.C. 348 
(b)(5)), notice is given that a petition 
(FAP 6B1846) has been filed by Ameri¬ 
can Cy&nnmld Co.. Wayne, N.J., 07470, 
proposing an amendment to i 121.2520 
of the food additive regulations to pro¬ 
vide for the use of 2-hydroxyethyl acry¬ 
late. 2-hydroxyethyl methacrylate, and 
2-hydroxypropyl methacrylate as mono¬ 
mers In polymers used in food-packaging 
adhesives and also to provide for the use 
of 1,4-cyclohexanedimethanol as a 
monomer in polyester resins used in 
food-packaging adhesives. 

Dated: September 24.1965. 

Malcolm R. Stephens, 
Assistant Commissioner 
for Regulations . 

(F.R. Doc 65-10471; Filed. 8ept 30. 1965; 
8:48 n.m.J 

FEDERAL MARITIME COMMISSION 

SEATRAIN LINES, INC., AND SEA- 
TRAIN INTER-CARIBBEAN, INC. 

Notice of Agreement Filed for 
Approval 

Notice is hereby given that the follow¬ 
ing agreement has been filed with the 


Commission for approval pursuant to 
section 15 of the Shipping Act. 1916. as 
amended <39 Stat. 733. 75 Stat. 763. 46 
U.S.C. 814). 

Interested parties may inspect and ob¬ 
tain a copy of the agreement at the 
Washington office of the Federal Mari¬ 
time Commission, 1321 H Street NW„ 
Room 609; or may inspect agreements at 
the offices of the District Managers, New 
York, N.Y., New Orleans. La., and San 
Francisco. Calif. Comments with refer¬ 
ence to an agreement including a request 
for hearing, if desired, may be submitted 
to the Secretary, Federal Maritime Com¬ 
mission. Washington. D.C., 20573, within 
20 days after publication of this notice 
in the Federal Register. A copy of any 
such statement should also be forwarded 
to the party filing the agreement (as 
indicated hereinafter) and the comments 
should indicate that this has been done. 

Notice of agreement filed for approval 
by; 

Mr. WUlUim O. Gohlke. Vice Preeldent- 

General Manager. Sea train Lines. Inc., 595 

River Road. Edge water, N J. 

Agreement 9503, between Seatrain 
Lines, Inc., and Seatrain Inter-Carib¬ 
bean. Inc., establishes a through billing 
arrangement In the trade between U.S. 
Atlantic and Gulf ports and ports of the 
Dominican Republic, with transhipment 
at San Juan, Puerto Rico, in accordance 
with terms and conditions set forth in 
the agreement. 

By order of the Federal Maritime Com¬ 
mission. 

Dated: September 27. 1965. 

Thomas Lisi, 
Secretary . 

|FR. Doe. 65-10463; Filed, Sept. 30. 1965; 

^ 8:47 &.m.) 

INTERSTATE COMMERCE 
COMMISSION 

ORGANIZATION OF DIVISIONS AND 

BOARDS AND ASSIGNMENT OF 
WORK, BUSINESS AND FUNCTIONS 

Order . At a general session of the 
Interstate Commerce Commission held at 
Its Office In Washington, D.C., on the 
23d day of September A.D. 1965. 

Section 17 of the Interstate Commerce 
Act. as amended (49 UB.C. 17). and other 
provisions of law being under considera¬ 
tion. with a view to Increasing the duties 
of the Vice Chairman, and the Account¬ 
ing and Valuation Board: 

It is ordered , That the organization 
minutes of the Interstate Commerce 
Commission relating to the organization 
of divisions and boards and assignment 
of work. Issue of July 27. 1965. 30 FJi. 
11189. be, and it is hereby, amended in 
the following particulars: 

Under the heading Assignment of Du¬ 
ties to Individual Commissioners, para¬ 
graph (b) of Item 6.3. Assignment to the 
Vice Chairman, is revised to read as 
follows: 

<b) Authority to permit departures 
from general rules prescribing uniform 
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systems of accounts for carriers and 
other persons under Parts I. n. HI. and 
IV. and authority to permit departures 
from Use Regulations to Govern the 
Forms and Recording of Passes for car¬ 
riers and other persons under Parts I 
and n. when such request is certified to 
the Vice Chairman by the Accounting 
and Valuation Board or recalled by the 
Vice Chairman. 

Under the heading assignments to 
Boards. Item 7.13. Accounting and Val¬ 
uation Board . is revised to read as 
follows: 

7.13 Accounting and Valuation Board. 
Determination of matters set forth in 
Item 6.3(a). <b). (c). (d). <k). and (e) 
insofar as it relates to accounting and to 
reports which the Bureau of Accounts 
has the administrative responsibility for 
handling. The board may certify to the 
Vice Chairman any matter which, in the 
board’s Judgment, should be passed upon 
by the Vice Chairman, and the Vice 
Chairman may recall any matter from 
the Accounting and Valuation Board. 

By the Commission. 

[seal] H. Nm Garson, 

Secretary, 

lFit Doc. 63-10456; Filed. Sept. 30. 1965: 

8:46 ajn.) 


FOURTH SECTION APPLICATIONS 
FOR RELIEF 

SEPTEMBER 28. 1965. 

Protests to the granting of an appli¬ 
cation must be prepared in accordance 
with §1.40 of the general rules of 
practice (49 CFR 1.40) and filed within 
15 days from the date of publication of 
this notice in the Federal Register. 

Long-and-Short Haul 

FSA No. 40039— Beet or cane sugar to 
East St. Louis . Ill .. and St. Louis . Mo. 
Filed by Western Trunk Line Committee, 
agent (No. A-2426), for interested rail 
carriers. Rates on sugar, beet or cane, 
dry. in bulk in covered hopper cars, in 
carloads, from points in Montana. Trans¬ 
continental Freight Bureau, and west¬ 
ern trunkline territories, to East 8t. 
Louis. Ill., and 8t. Louis, Mo. 

Grounds for relief—Market competi¬ 
tion. 

Tariffs—Supplement 33 to Western 
Trunk Line Committee, agent, tariff ICC 
A-4481. and two other schedules named 
in the application. 

FSA No. 40040— Commodities between 
points in Texas. Filed by Tex&s-Loulsl- 
ana Freight Bureau, agent (No. 547). for 
Interested rail carriers. Rates on iron 
pipe hangers, in carloads, from, to and 
between points in Texas, over Interstate 
routes through adjoining States. 

Grounds for relief—Intrastate rates 
and maintenance of rates from and to 
points in other 8tates not subject to the 
same condition. 

Tariff—Supplement 37 to Texas-Louls- 
lana Freight Bureau, agent, tariff ICC 
998 . 

FSA No. 40043— Grain and grain prod¬ 
ucts within southern territory . Filed by 
O. W. South. Jr., agent (No. A4774). for 
interested rail carriers. Rates on grain. 


grain products, and feed, in carloads, be¬ 
tween points on the Missouri Pacific 
Railroad Co., in Illinois also St. Louis. 
Mo., on the one hand, and points in 
southern territory. Including Virginia 
border points, on the other. 

Grounds for relief—Carrier competi¬ 
tion. 

Tariff—Supplement 39 to Southern 
Freight Association, agent, tariff ICC 
S-478. 

AGGREGATE-Or-I.HTERMEDIATES 

FSA No. 40041— Commodities between 
points in Texas. Filed by Texas-Louisi¬ 
ana Freight Bureau, agent (No. 548), for 
Interested rail carriers. Rates on iron 
pipe hangers, and other commodities, in 
carloads, from, to and between points in 
Texas, over Interstate routes through 
adjoining states. 

Grounds for relief—Maintenance of 
depressed rates published to meet Intra¬ 
state competition without use of such 
rates as factors in constructing combi¬ 
nation rates. 

Tariff—Supplement 37 to Texas- 
Loulsiana Freight Bureau, agent, tariff 
ICC 998. 

By the Commission. 

[seal! H. Neil Garson. 

Secretary. 

1FR. Doc 65-1045T; Filed. 8*pt. 80. 1965; 

8:46 am.) 


I Notice 56J 

MOTOR CARRIER TEMPORARY 
AUTHORITY APPLICATIONS 

September 28,1965. 

The following are notices of filing of 
applications for temporary authority 
under section 210a(a) of the Interstate 
Commerce Act provided for under the 
new rules in Ex Parte No. MC 67 (49 
CFR Part 240). published in the Federal 
Register, issue of April 27, 1965. effec¬ 
tive July 1. 1965. These rules provide 
that protests to the granting of an ap¬ 
plication must be filed with the field 
official named in the Federal Register 
publication, within 15 calendar days 
after the date notice of the filing of the 
application is published In the Federal 
Register. One copy of such protests 
must be served on the applicant, or 
its authorized representative, if any, and 
the protests must certify that such serv¬ 
ice has been made. The protest must 
be specific as the service which such 
Protestant con and will offer, and must 
consist of a signed original and six (6) 
copies. 

A copy of the application is on file, 
r.nd can be examined, at the Office of the 
Secretary. Interstate Commerce Com¬ 
mission, Washington, D.C., and also in 
the Field Office to which protests are to 
be transmitted. 

Motor Carriers of Property 

No. MC 10397 (Sub-No. 4 TA). filed 
September 24. 1965. Applicant: FRED 
STOCK, INC., 327 Beyden Avenue. 
Maplewood, N.J. Applicant’s represent¬ 
ative: August W. Heckman. 297 Acad¬ 
emy 8trect, Jersey City. N J. t 07306. Au¬ 
thority sought to operate as a contract 


carrier , by motor vehicle, over irregular 
routes, transporting: Meats, meat prod¬ 
ucts , meat byproducts, and articles <Ju- 
tributed by meat packinghouses, as de¬ 
fined in 61 MCC 209, 766, from Newark, 
N.J., to points in Nassau and Suffolk 
Counties. N.Y., under contract with John 
Morrell & Co. of Ottumwa, Iowa, and 
rejected . refused or damaged shipments, 
on return, for 180 days. Supporting 
shipper: John Morrell L Co.. Ottumwa. 
Iowa, 52502, Attention: L. A. Reedi; list, 
general traffic manager. Send protests 
to: Robert S. H. Vance, District Super¬ 
visor, Bureau of Operations and Com¬ 
pliance, Interstate Commerce Commis¬ 
sion. 1060 Broad Street, Newark. NJ, 
07102. 

No. MC 42963 (Sub-No. 34 TA). filed 
September 27, 1965. Applicant: DAN¬ 
IEL HAMM DRAYAGE COMPANY, 2d 
and Tyler Streets. St. Louis. Mo., 63102. 
Applicant’s representative: Ernest A 
Brooks n, 1301-02 Ambassador Buildu p 
St. Louis. Mo., 63101. Authority soupht 
to operate as a common carrier, by motor 
vehicle, over irregular routes, transport¬ 
ing: Printers ink , in bulk, in tank ve¬ 
hicles. from Overland, Mo., to Belleville. 
Alton, Quincy, Decatur. Springfield, 
Mount Vernon, and Carbondaie, IU.; Pa¬ 
ducah and Henderson, Ky.; Bloomington 
and Terre Haute, Ind.; Keokuk. Iowa, 
and Jackson. Tenn., for 150 days. Sup¬ 
porting shipper: Ocneral Printing Ink 
Co.. Division of Sun Chemical Corp.. 6GOO 
South Melvina Avenue, Chicago. Ill, 
60638. Send proteats to: J. P. Wcrth- 
mann. District Supervisor, Bureau of Op¬ 
erations and Compliance, Interstate 
Commerce Commission. Room 3248-B, 
1520 Market Street, St Louis. Mo., 63103. 

No. MC 94430 (Sub-No. 26 TA). filed 
September 24, 1965. Applicant: WEISS 
TRUCKING COMPANY, INC-, Mongo. 
Ind. Applicant’s representative: Janus 
R. Stivcrson. 50 West Broad Street, Co¬ 
lumbus, Ohio. 43215. Authority Bought 
to operate as a common carrier, by motor 
vehicle, over irregular routes, transport¬ 
ing : Cement , from 8ilica, Ohio, to Char¬ 
levoix, Mich., for 180 days. Supporting 
shipper: Medusa Portland Cement Co, 
Box 5688, Cleveland. Ohio. Send pro¬ 
tests to: John G. Edmunds, District Su¬ 
pervisor, Bureau of Operations and Com¬ 
pliance. Interstate Commerce Commis¬ 
sion. 308 Federal Building. Fort Wayne. 
Ind, 46802. 

No. MC 106398 (Sub-No. 316 TA>. filed 
September 24. 1965. Applicant: NA¬ 

TIONAL TRAILER CONVOY. INC., 1925 
National Plaza. Box 8096, Dawson Sta¬ 
tion. Tulsa. Okla., 74141. Applicants 
representative: O. L. Thee (same addre.^ 
as above). Authority sought to operate 
as a common carrier, by motor vehicle 
over irregular routes, transporting 
Trailers , designed to be drawn by passen¬ 
ger automobiles, in initial movements, in 
truckaway service, from points in Rapid* 
Parish, La , to Gulfport. Jackson, and 
Meridian. Miss.: Texarkana, Pine Bluff 
and Little Rock. Ark.; and Houston 
Waco, and San Antonio. Tex., for 180 
days. Supporting shipper: Schevdle 
Mobil Home, Inc., Esler Field, Rapids 
Parish, La. Send protests to: C. L. Phil¬ 
lips, District Supervisor. Bureau of Op¬ 
erations and Compliance. Interstate 
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Commerce Commission. Room 350, 
American General Building. 210 North¬ 
west Sixth. Oklahoma City. Okla. 

No MC 110180 <8ub-No. 1 TA). filed 
September 24, 1965. Applicant: TREGO 
BROS., INC., North East. Md. Appli¬ 
cants representative: H. James Conway. 
Jr, Bank of Delaware Building. Wil¬ 
mington. Del.. 19801. Authority sought 
to operate as a common carrier by mo¬ 
tor vehicle, over irregular routes, trans¬ 
porting: Iron ore. in bulk, from points 
in Morris County, N.J., to points in Cecil 
County. Md., for 180 days. Supporting 
shipper: Chemical & Engineering Associ¬ 
ates. 603 East Pulaski Highway. Elkton. 
Md, 21921 . Roland P. Lamm, vice presi¬ 
dent. Send protests to: Paul J. Lowry, 
District Supervisor. Bureau of Operations 
and Compliance, Interstate Commerce 
Commission. 206 Post Office Building, 
Salisbury. Md., 21801. 

No MC 120543 <Sub-No. 31 TA). filed 
September 24, 1965. Applicant: FLOR¬ 
IDA REFRIGERATED SERVICE, INC.. 
US. 301 North. Post Office Box 1252, 
Dade City. Fla. Authority sought to op¬ 
erate as a common carrier, by motor ve¬ 
hicle. over Irregular routes, transport¬ 
ing Cream, sterilized, in hermetically 
sealed containers, and cream. aerated, 
not frozen, in gas charged dispensing 
cans, from Oustine, Calif., to points in 
Connecticut, Delaware. District of Co¬ 
lumbia. Indiana. Iowa. Kansas. Ken¬ 
tucky. Maine, Maryland. Massachusetts, 
Minnesota, Nebraska, New Hampshire. 
New Jersey, New York, North Dakota, 
Ohio. Pennsylvania, Rhode Island. South 
Dakota. Vermont, Virginia. West Vir¬ 
ginia. for 180 days. Supporting shipper: 
Avo3et Co.. 5131 Shattuck Avenue. 
Oakiund. Calif., 94609. Send protests to: 
George H. Fauss, Jr., Bureau of Opera¬ 
tions and Compliance. Interstate Com¬ 
merce Commission, Post Office Box 4969, 
Jacksonville. Fla., 32201. 

No MC 124410 (Sub-No. 7 TA). filed 
September 24. 1965. Applicant: 

ROBERT A. STATON, doing business as 
BOB STATON TRANSPORT CO.. Junc¬ 
tion U.S. Highways 36 and 65, Chllii- 
cothe, Mo. Applicant's representative: 
Frank W. Taylor. Jr., 1221 Baltimore 
Avenue, Kansas City. Mo. Authority 
sought to operate as a common carrier, 
by motor vehicle, over Irregular routes, 
transporting: Liquid fertilizer, in tank 
vehicles, from Stewartsvilic. Mo., to 
points in Iowa; points in Nebraska in the 
counties of Richardson. Pawnee. Nema- 
n*. Johnson, Otoe, and Cass: and points 
in Kansas in the counties of Linn, Ander¬ 
son. Coffey. Osage. Shawnee. Pottawa¬ 
tomie. Marshall. Miami, Franklin, Doug¬ 
las Johnson, Wyandotte, Leavenworth. 


Jefferson. Jackson, Nemaha. Brown. 
Doniphan, and Atchison, for 150 days 
Supporting shipper: Tuloma Gas Prod¬ 
ucts Co.. Post Office Box 110, Morton, 
Ill., 61550. Send protests to: B. J. 
Schreler. District Supervisor, Bureau of 
Operations and Compliance. Interstate 
Commerce Commission, 1100 Federal 
Office Building. 911 Walnut Street, Kan¬ 
sas City. Mo.. 64106. 

No. MC 127427 (Sub-No. 1 TA), filed 
September 24. 1965. Applicant: 

GERALD WARNER, doing business as 
GERALD WARNER TRUCKINO CO., 
3851 Power Drive. St. Joseph. Mo. Ap¬ 
plicant’s representative: Carll V. Kret- 
slnger. 510 Professional Building, Kan¬ 
sas City. Mo. Authority sought to op¬ 
erate as a contract carrier, by motor ve¬ 
hicle. over Irregular routes, transport¬ 
ing: Haydite, from New Market, Mo., to 
Spencer. Iowa, for 150 days. Supporting 
shipper: Lake Concrete Industries, Inc., 
Spencer. Iowa. Send protests to: B. J. 
Schreier, District Supervisor. Bureau of 
Operations and Compliance, Interstate 
Commerce Commission. 1100 Federal 
Office Building. 911 Walnut Street. Kan¬ 
sas City. Mo., 64106. 

No. MC 127575 (Sub-No. 1 TA), filed 
September 24. 1965. Applicant: PAT¬ 
RICK E. MONAHAN AND LAVTNA R. 
MONAHAN, a partnership, doing busi¬ 
ness as GILPIN COUNTY TRUCK LINE. 
466 St. Paul, Denver, Colo. Authority 
sought to operate as a common carrier. 
by motor vehicle, over irregular routes, 
transporting: General commodities (ex¬ 
cept dangerous explosives, commodities 
of unusual value, commodities In bulk, 
household goods and commodities in¬ 
jurious or contaminating to other lad¬ 
ing) . Between Denver, Colo., on the one 
hand. and. on the other. Black Hawk. 
Central City, and Rolllnsville. Colo., for 
150 days. Supporting shippers: Rio 
Grande Motor Way, Inc.. 1400 West 52d 
Avenue. Denver. Colo.; 8pringers Phar¬ 
macy. Central City. Colo., 80427; Chan¬ 
delier. Central City, Colo.: The Tommy - 
Knawker, Post Office Box 697. Central 
City. Colo.; Prospector Store. Box 221, 
Central City. Colo.; Leeway Motor 
Freight. Inc., 1601 Decatur. Denver, 
Colo.; Denver-Chicago Trucking Co., 
Inc., East 45th at Jackson, Denver. Colo., 
80216; Sticks & Stones, Central City. 
Colo.. Holiday House. Box 223, Central 
City, Colo.. Central City Art Gallery, Box 
192. Central City. Colo.. Office of the 
Sheriff, Gilpin County, Central City, 
Colo.: city of Central. Central City, 
Colo.; Terps Leather Goods. Post Office 
Box 393. Central City, Colo.; Central City 
Micro-Foundry. Ltd., Beehive Building, 


Central City, Colo.. 80427; Central Serv¬ 
ice. Central City, Colo.; Ed’s Liquors. 
Central City, Colo.; Barber Shop. Central 
City. Colo.; Black Forest Inn. Black 
Hawk, Colo.; Central City Grocery. 
Central City. Colo. Send protests to: 
Paul A. Naughton. District Supervisor, 
Bureau of Operations and Compliance. 
Interstate Commerce Commission. 2022 
Federal Building. Denver. Cok>., 80202. 

By the Commission. 

(seal) H. Neil Garson, 

Secretary. 

|F.R Doc 65-10458; Filed. Sept 30. 1965; 
6:46 am 1 


l Notice 1240] 

MOTOR CARRIER TRANSFER 
PROCEEDINGS 

September 28.1965. 

Synopses of orders entered pursuant 
to section 212(b) of the Interstate Com¬ 
merce Act, and rules and regulations pre¬ 
scribed thereunder (49 CFR Part 179), 
appear below: 

As provided In the Commission’s spe¬ 
cial rules of practice any interested 
person may file a petition seeking recon¬ 
sideration of the following numbered 
proceedings within 20 days from the date 
of publication of this notice. Pursuant 
to section 17(8) of the Interstate Com¬ 
merce Act. the filing of such a petition 
will postpone the effective date of the 
order in that proceeding pending its 
disposition. The matters relied upon by 
petitioners must be specified in their 
petitions with particularity. 

No. MC-FC-68162. By order entered 
September 27. 1965. the Transfer Board 
approved the transfer to C.EJ. 6c I. Ex¬ 
press, Inc., Indianapolis, Ind. (formerly 
South West Street Terminals, Inc.), of 
the operating rights in Certificates Nos. 
MC-78611. MC-78611 (Sub-No. 1). and 
MC-78611 (8ub-No. 2). issued November 
14, 1942, July 31. 1950. and July 31. 1950, 
respectively, to C.EJ. L I. Express. Inc.. 
Indianapolis. Ind., authorizing the trans¬ 
portation, over regular routes, of: Gen¬ 
eral commodities, with the usual excep¬ 
tions. between Cincinnati, Ohio, and 
Indianapolis. Ind., serving specified in¬ 
termediate and off-route points. Kirk¬ 
wood Yockey. 501 Union Federal Build¬ 
ing, Indianapolis, Ind., 46204, attorney 
for applicants. 

(seal! H. Neil Oarson, 

Secretary. 

|FK Doc 65-10459; Filed. Sept. 30, 1965; 

8:46 Am J 
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DEPARTMENT OF THE TREASURY 

Infernal Revenue Service 

[ 26 CFR Part 1 1 

CONSOLIDATED RETURN 
REGULATIONS 

Notice of Proposed Rule Making 

Notice Is hereby given, pursuant to the 
Administrative Procedure Act, approved 
June 11, 1946. that the regulations set 
forth in tentative form below are pro¬ 
posed to be prescribed by the Commis¬ 
sioner of Internal Revenue, with the ap¬ 
proval of the Secretary of the Treasury 
or his delegate. Prior to the Anal adop¬ 
tion of such regulations, consideration 
will be given to any comments or sug¬ 
gestions pertaining thereto which are 
submitted in writing. In duplicate, to 
the Commissioner of Internal Revenue. 
Attention: CC:LR:T. Washington, D.C., 
20224. within the period of 60 days from 
the date of publication of this notice 
in the Federal Register. Any person 
submitting written comments or sug¬ 
gestions who desires an opportunity to 
comment orally at the public hearing 
which will be held on these proposed 
regulations should submit his request, 
in writing, to the Commissioner within 
the 60-day period- Notice of the time, 
place, and date of the public hearing will 
be published in a subsequent issue of the 
Federal Register. The proposed regu¬ 
lations are to be issued under the author¬ 
ity contained In section 7805 of the In¬ 
ternal Revenue Code of 1954 (68A Slat. 
917: 26 U.S.C. 7805). 

(seal! Sheldon S. Cohen. 

Commissioner of Internal Revenue . 

The Income Tax Regulations (26 CFR 
Part 1) under subchapter A of chapter 6 
of the Internal Revenue Code of 1954. 
relating to consolidated returns, are 
amended by revising the regulations un¬ 
der section 1502 to read as follows: 

Consolidated Rnvw Begui^tions 

See 

1.1502 Statutory provisions; regulations 

1.1502- 0 Effective date. 

1.1502- 1 Definitions. 

Consolidated Tax Liability 

1 1502 2 Computation of tax liability. 

1.1602- 3 Consolidated credit for invest¬ 

ment in certain depreciable 
property. 

1 1602—4 Consolidated credit foe foreign 
taxes. 

1.1602- 6 Estimated tax. 

1.1602- 6 LlxblUty for tax. 

1 1502-7 to 1.1502-10 |R«served| 

Computation or Consolidated Taxable 
Income 

1.1602- 11 Consolidated taxable Income. 
Computation or Separate Taxable Income 


Sec. 

1 . 1602-18 Inventory adjustments. 

LI502-19 Adjustments to Income for ex¬ 
cess losses of a subsidiary. 

1 1502 20 | Reserved | 

Computation or Consolidated Items 

1 1602-21 Consolidated net operating lost 
deduction. 

1.1502- 22 Consolidated net capital gain or 

loss. 

1.1902-23 Consolidated section 1231 net gain 
or loss. 

1.1502- 24 Consolidated charitable contribu¬ 

tions deduction. 

1.1502- 26 Consolidated section 922 deduc¬ 

tion. 

1.1502- 26 Consolidated dividends received 

deduction. 

1.1502- 27 Consolidated section 247 deduc¬ 

tion. 

1 1502-28 to i l502-30 | Reserved 1 

Basis. Stock Ownership, and Earnings and 
Promts Rules 

1.1502- 31 Basis of property. 

1 1502-32 Reduction of baoU on sale or 
other disposition of stock and 
obligations of members of a 
group. 

1.1502- 33 Earnings and profits. 

1.1502- 34 Special aggregate stock ownership 

rules. 

1.1502- 35 | Reserved) 

Special Taxes and Taxpayers 

1.1502- 36 Determination of consolidated net 

long-term capital gain and con¬ 
solidated net short-term capi¬ 
tal loss. 

1.1502- 37 to 1.1502-74 (Reserved) 
Administrative Provisions and Otiieb Rules 

1.1502- 75 Tiling of consolidated returns. 

1.1502- 76 Taxable year of members of group. 

1.1502- 77 Common parent agent for sub- 

si diaries 

1 1502-78 Tentative carryback adjustment 
1 1502-79 Separate return years 
1 1502 80 Applicability of other provisions 
of law. 

Regulations Applicable to Taxable Years 
Prior to January 1. 1966 


1.1502 OA Introductory. 

1.1502- 1 A Privilege of making consoli¬ 

dated returns. 

1 1502-2A Definitions. 

1.1502 3A Applicability of other provisions 

of law 

1 1502-4A to 1 1502-9A (Reserved) 

1 1502-1 OA Exercise of privilege. 

1.1502- 11 A Consolidated returns for subse¬ 

quent years. 

1.1502- 12A Making consolidated return and 

filing other forms. 

1.1502- I3A Change In affiliated group dur¬ 

ing taxable year. 

1.1502- HA Accounting period of on affili¬ 

ated group. 

X.1602-15A Liability for tax. 

1.1502- 16A Common parent corporation 

agent for subsidiaries. 

1.1502- I7A Waivers. 

1.1502- 18A Failure to comply with regula- 


1.1602-12 
11502-13 
1 1502-14 


1.1602-15 

1.1502-16 
I 1502-17 


Separate taxable Income. 
Intercompany transactions 
Amounts received with respect to 
stock, bonds, or other obliga¬ 
tions of a member of the group. 
Limitation on oertain deductions. 
Mine exploration expenditures. 
Methods of accounting. 


1 1502-10 A Tentative carryback adjust¬ 
ments 

1 1502-20A to 1 1502-29A (Reserved) 

1 1502-30A Computation of tax. 

1.1502-31A Baals of tax computation. 

1 1502-32A Method of computation of in¬ 
come for period of less than 
12 months 

1 1502-33A Ooln or loss from sale of stock. 

or bonds or other obligations. 

1 1502-34A Sale of stock; basis for deter¬ 
mining gain or loss. 

1 1502-35A Sale of bonds or other obliga¬ 
tions; basis for determining 
gain or loss 


Sec. 

1.1602-36A 


1.1602- 37A 

1.1502- 38A 

1.1502- 39A 
11502-40A 

1.1502- 41A 

1.1502- 42A 

1.1602- 43A 
11502-44A 

1.1502- 45A 

1.1502- 46A 

1.1502- 47A 
1 1502-48A 

11502-49A 

1 1502-50A 

1.1502- 61A 


g 1.1502 
lions. 


Limitation on allowable i«*t* 
on sole of stock, or bondji. or 
other obligations. 

Liquidations; recognition of 
gain or loss. 

Basis of property. 

Inventories. 

Bod debts 

Sale and retirement by corpora¬ 
tion of Its bonds. 

Capital loss limitations sod 
carryover. 

Credit for foreign taxes. 

Methods of accounting 

Mine exploration expenditures. 

Depreciation 

Election to deduct accrued taxer 

Liability for tax under section 
631. 

Additions to tax for failure to 
pay estimated tax. 

Ooln on sale of bonds and other 
evidences of lndebtedne^ 

Credit for investment in certain 
depreciable property. 

Statutory provisions; rrguls- 


Sbc. 1502. Regulations. The Secretary or 
hU delegate shall prescribe such regulations 
os he may deem necessary in order that the 
tax liability of any affiliated group of corpo¬ 
rations making a consolidated return and of 
each corporation in the group, both during 
and after the period of affiliation, may *» 
returned, determined, computed. asscsNd. 
collected, and adjusted. In such manner as 
clearly to reflect the income tax liability and 
the various factors necessary for the deter- 
minatlon of such liability, and In order to 
prevent avoidance of such tax liability 


§ 1.1502-0 Effective dale. 

(a) The provisions of H 1.1502-1 
through 1.1502-80 shall be applicable to 
taxable years beginning after December 
31.1965. 

<b) The provisions of 14 1.1502-OA 
through 1.1502-51A shall be applicable to 
taxable years beginning before Janu¬ 
ary l, 1966. 


§ 1.1502-1 Definitions. 


(a) Group. The term "group” means 
an affiliated group of corporations as de¬ 
fined In section 1504. 

<b> Member. The term "member- 
means a corporation (Including the com¬ 
mon parent corporation) which is in¬ 
cluded within such group. 

(c) Subsidiary. The term “subsidiary” 
means a corporation (other than the 
common parent corporation* which is 
a member of such group. 

(d) Consolidated return year. The 
term "consolidated return year” means 
a taxable year for which a consolidated 
return is filed or required to be filed by 


such group. ^ _ 

(e) Separate return year. The term 

"separate return year" means a taxable 
year of a corporation for which It file* 
a separate return or for which it Joins 
in the making of a consolidated return 
by another group. ^ ^ 

(f) Separate return limitation yco • 
The term "separate return limitation 
year" means any separate return year o 
a member of the group (or a predecessor 
of such member*, except that, if 

(i) Such member is the common p« * 
ent corporation for the OOMOttdated l re¬ 
turn year to which the tax a tt^t>ut 

4n ao rrloH frrtltl the SPOftTHt^ * ' 


year, or 













Friday, October 1, 1963 

<2> Such member (or predecessor) 
was a member of the group for each day 
of the separate return year from which 
the tax attribute is to be carried, 

then such term shall not Include such 
separate return year provided that an 
election under section 1562 (relating to 
privilege of groups to elect multiple sur¬ 
tax exemptions) was not effective for 
such year. For purposes of the preced¬ 
ing sentence, the term “predecessor” 
means a transferor or distributor of as¬ 
sets to a member of the group in a trans¬ 
action to which section 381(a) applies, 
and an election under section 1562 which 
is effective for a taxable year beginning 
In 1963 and ending in 1964 shall be dis¬ 
regarded. 

(g) Consolidated return change of 
otonershlp—C 1) General rule. A con¬ 
solidated return change of ownership 
occurs during a taxable year of the cor¬ 
poration which is the common parent for 
the taxable year to which the tax at¬ 
tribute Is to be carried If. at the close of 
such year, those persons described in 
subparagraph (2) of this paragraph own 
(within the meaning of section 382(a) 
(3)) a percentage of the fair market 
value of the outstanding stock of such 
common parent which is more than 50 
percentage points greater than such per¬ 
son or persons owned— 

(1) At the beginning of such taxable 
year, or 

(11) At the beginning of the preceding 

taxable year. 

(2) Persons increasing their owner¬ 
ship. The persons referred to In sub¬ 
paragraph (1) of this paragraph are— 

<l) In the case of any person’s In¬ 
crease in ownership of the stock of the 
common parent attributable to the events 
described in section 382(a) cl) (B>. those 
persons described In section 382(a)(2), 
and 

(ii) In the case of any person’s in¬ 
crease in ownership of the stock of the 
common parent attributable to a reor¬ 
ganization described In section 368(a) 
<1>(B), each such person. 

Thus, for example, a consolidated return 
change of ownership may be attributable 
to a purchase of stock, a redemption of 
outstanding stock, a reorganization de¬ 
scribed in section 388(a)(1)(B), or a 
combination of the foregoing. 

<3) Old members. The term “old 
members” of a group means— 

<l> Those corporations which were 
members of such group Immediately pre¬ 
ceding the first day of the taxable year 
in which the consolidated return change 
of ownership occurs, or 

(11) If the group was not In existence 
Prior to the taxable year in which the 
consolidated return change of ownership 
occurs, the corporation which is the com¬ 
mon parent for the taxable year to which 
the tax attribute is to be carried. 

(4) Special rules . For purposes of 
this paragraph— 

fP Stock means all shares except non- 
voting stock which Is limited and pre¬ 
ferred as to dividends; and 
. <U * Any *hare of stock which Is 
treated as owned by more than one per¬ 
son pursuant to section 382(a)(3) shall 
h**® 1 Into account with respect to 
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only one person In the manner in which 
It will impute the greatest Increase In 
ownership under subparagraph (1) of 
this paragraph. 

Consolidated Tax Liability 
§ 1.1502-2 Computation of lax liability. 

The tax liability of a group for a con¬ 
solidated return year shall be determined 
by adding together— 

(a) The tax imposed by section 11 on 
the consolidated taxable income for such 
year (see f 1.1502-11 for the computation 
of consolidated taxable income); 

(b) The tax imposed by section 541 on 
the consolidated undistributed personal 
holding company income (sec 8 1.1502-42 
for the computation of consolidated un¬ 
distributed personal holding company 
income); 

(c) If paragraph (b) of this section 
does not apply, the aggregate of the taxes 
imposed by section 541 on the separate 
undistributed personal holding company 
income of the members of the group 
which are personal holding companies 
(see I 1.1502-45 for the computation of 
separate undistributed personal holding 
company income); 

(d) If paragraph (b) of this section 
docs not apply, the tax imposed by sec¬ 
tion 531 on the consolidated accumu¬ 
lated taxable income (see 8 1.1502-51 for 
the computation of consolidated accumu¬ 
lated taxable Income); 

(e) The tax imposed by section 594(a) 
in lieu of the taxes imposed by section 
11 or 1201 on the taxable Income of a 
life insurance department of the com¬ 
mon parent of a group which Is a mutual 
savings bank (see 5 1.1502-87); 

<f) The tax Imposed by section 802(a) 
on consolidated life insurance company 
taxable income (see 8 1.1502-61 for the 
computation of consolidated life insur¬ 
ance company taxable income); 

(g) The tax Imposed by section 831 (a) 
on the consolidated Insurance company 
taxable income of the members of the 
group which are subject to such tax (see 
8 1.1502-56 for the computation of con¬ 
solidated insurance company taxable 
income); 

(h) The tax Imposed by section 1201, 
in lieu of the taxes computed under para¬ 
graphs (a) and (g) of this section, com¬ 
puted by reference to the excess of the 
consolidated net long-term capital gain 
over the consolidated net short-term 
capital loss (see 8 1.1502-36 for the deter¬ 
mination of the consolidated net long¬ 
term capital gain and the consolidated 
net short-term capital loss); 

(I) rReserved] 

(J) The tax Imposed by section 1333 
on war loss recoveries; and 

by allowing as a credit against such 
taxes the credit under section 38 for in¬ 
vestment in certain depreciable property 
(see 8 1.1502-3) and the credit under 
section 33 for taxes of foreign countries 
and possessions of the United States (see 
8 1 1502-4). For purposes of this sec¬ 
tion. the surtax exemption of the group 
for a consolidated return year is $25,000. 
or if a lesser amount Is allowed under sec¬ 
tion 1561, such lesser amount. 8cc 
8 1.1561-2(a) (2). For Increase in tax 
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due to the application of section 47, sec 
paragraph (f) of 8 1.1502-3. 

S 1.1502—3 ConjKilidjiled credit for in* 
vffttmrnt in certain depreciable prop¬ 
erty. 

(a) Determination of amount of con¬ 
solidated credit —(1) In general. The 
credit allowed by section 38 for a con¬ 
solidated return year of a group shall be 
equal to the consolidated credit earned. 
The consolidated credit earned is equal 
to the aggregate of the credit earned (as 
determined under subparagraph <2) of 
this paragraph) by all members of the 
group for the consolidated return year. 

<2) Determination of credit earned . 
The credit earned of a member of the 
group is an amount equal to 7 percent of 
such member’s qualified investment 
(determined under section 46<c)>. For 
purposes of computing a member's 
qualified investment, the basis of prop¬ 
erty shall not include any gain or loss 
which is deferred with respect to such 
property by another member of the 
group under the provisions of paragraph 
<c> of 8 1.1502-13. Thus, if section 38 
property acquired in a deferred inter¬ 
company transaction has a basis of $100 
to the purchasing member and the selling 
member has deferred a $20 gain with 
respect to such property, the basis of 
such property for purposes of computing 
the purchaser's qualified investment is 
only $80. If, however, the group elects 
to take into account the $20 gain with 
respect to such deferred intercompany 
transaction under paragraph (c)(3) of 
8 1.1502-13, the basis of such property 
shall be $100. 8uch basis (either $100 
or $80. as the case may be) shall also be 
used for purposes of applying section 47 
to such property, see paragraph (f > of 
this section. 

(3> Consolidated limitation based on 
amount of tax. (i) Notwithstanding 
the amount of the consolidated credit 
earned for the taxable year, the con¬ 
solidated credit allowed by section 38 to 
the group for the consolidated return 
year is limited to— 

(a) So much of the consolidated lia¬ 
bility for tax as docs not exceed $25,000, 
plus 

<b> 25 percent of the consolidated lia¬ 
bility for tax in excess of $25,000. 

The $25,000 amount referred to In (a) 
and (6) pf the preceding sentence shall 
be reduced by any part of such $25,000 
amount apportioned, under paragraph 
(f>(6) of 8 1.46-1, to members of the 
affiliated group (as defined in section 
46(a) <5) ) which do not Join in the 
filing of the consolidated return. The 
amount determined under this subpara¬ 
graph shall be referred to In this section 
as the “consolidated limitation based on 
amount of tax”. 

(11) If an organization to which sec¬ 
tion 593 applies or a cooperative orga¬ 
nization described In section 1381(a) 
joins in the filing of the consolidated re¬ 
turn. the $25,000 amount referred to in 
subdivision (1) (a) and <b) of this sub- 
paragraph (or such $25,000 amount re¬ 
duced by any part of such amount appor¬ 
tioned to members of the affiliated group, 
as defined in section 46(a) (5), which do 
not join in the filing of the consolidated 
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return) shall be apportioned equally 
among the members of the group filing 
the consolidated return. The amount so 
apportioned equally to any such organ¬ 
ization shall then be decreased In ac¬ 
cordance with the provisions of section 
46(d). Finally, the sum of all such 
equal portions (as decreased under sec¬ 
tion 46(d)) of each member of the group 
shall be substituted for the $25,000 
amount referred to in subdivision (i) 
<a> and (b) of this subparagraph. 

(4) Consolidated liability for tax. 
For purposes of subparagraph (3) of this 
paragraph, the consolidated liability for 
tax shall be the Income tax Imposed for 
the taxable year upon the group by 
chapter 1 of the Code, reduced by the 
consolidated foreign tax credit allowable 
under ft 1.1502-4. The Ux Imposed by 
section 531 (relating to imposition of ac- 
cumlated earnings tax) or by section 541 
(relating to imposition of personal hold¬ 
ing company tax) shall not be consid¬ 
ered tax imposed by chapter 1 of the 
Code. In addition, any Increase in tax 
resulting from the application of section 
47 (relating to certain dispositions, etc., 
of section 38 property) shall not be 
treated as tax Imposed by chapter 1 for 
purposes of computing the consolidated 
liability for Ux. 

(b) Carryback and carryover of un¬ 
used credits —(1) Allowance of unused 
credit as consolidated carryback or 
carryover. A group shall be allowed to 
add to the amount allowable as a credit 
under paragraph (a)(1) of this section 
for any consolidated return year an 
amount equal to the aggregate of the 
consolidated investment credit carry¬ 
overs and carrybacks to such year. The 
consolidated investment credit carry¬ 
overs and carrybacks to the Uxable year 
shall consist of any consolidated unused 
credits of the group, plus any unused 
credits of members of the group arising 
in separate return years of such mem¬ 
bers, which may be carried over or back 
to the taxable year under the principles 
of section 46(b). However, such consoli¬ 
dated carryovers and carrybacks shall 
not Include any consolidated unused 
credits apportioned to a corporation for 
a separate return year pursuant to para¬ 
graph (c) of ft 1.1502-79 and shall be 
subject to the limitations contained In 
paragraphs <c) and («) of this section. 
A consolidated unused credit for any 
consolidated return year Is the excess 
of the consolidated credit earned over the 
consolidated limitation based on amount 
of tax for such year. 

<2) Absorption rules. For purposes 
of determining the amount. If any. of 
an unused credit (whether consolidated 
or separate) which can be carried to a 
taxable year (consolidated or separate), 
the amount of such unused credit which 
is absorbed In a prior consolidated re¬ 
turn year under section 46(b) shall be 
determined by— 

(i) Applying all unused credits which 
can be carried to such prior year in the 
order of the taxable years in which such 
unused credits arose, beginning with the 
taxable year which ends earliest, and 

<J1> Applying all such unused credits 
which can be carried to such prior year 


from Uxable years ending on the same 
date on a pro rata basis. 

(c> Limitation on investment credit 
carryovers and carrybacks from separate 
return years —(1) General rule. In the 
case of an unused credit of a member 
of the group arising In a separate return 
limitation year (as defined in paragraph 
(f) of ft 1.1502-1) of such member (and 
in a separate return limitation year of 
any predecessor of such member), the 
amount which may be included under 
paragraph <b> of tills section <computed 
without regard to the limitation con¬ 
tained in paragraph (e) of this section) 
shall not exceed the amount determined 
under subparagraph (2) of this 
paragraph. 

(2) Computation of limitation. The 
amount referred to in subparagraph (1) 
of this paragraph with respect to a mem¬ 
ber of the group is the excess, if any, 
of— 

(I) The limitation based on amount 
of tax of the group, minus such limita¬ 
tion recomputed by excluding the items 
of Income and deduction of such mem¬ 
ber. over 

<il) The sum of (a) the credit earned 
by such member for such consolidated 
return year, and (6) the unused credits 
attributable to such member w hich may 
be carried to such consolidated return 
year arising in unused credit years end¬ 
ing prior to the particular separate re¬ 
turn limitation year. 

(d) Examptes. The provisions of 
paragraphs (a), (b), and (c) of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (I). Corporation P is Incorpo¬ 
rated on January 1, 1066. On that same duy 
P incorporate* corporation S. a wholly owned 
subsidiary. P and S file consolidated re¬ 


turn* for calendar years 1966 and 1967 p*s 
and S'a credit earned, the consolidated credit 
earned, and the consolidated limitation 
baaed on amount of tax for 1966 and 1997 
are as follows: 


1909 


1997 


P 

B, 


v.. 



Credit 

earned 

ConMril- 

dated 

credit 

earned 

Cot.^u- 

dnUd 

limit*. 

tioej 

baaed an 
lUTiOtlllt 
of Ul 


Mo, one 
30.000 i 

) 190,000 

i turn, (co 


«a.ono 
: “.one 

} 9&.00O 

>i, (100 


(I) P's and S*a credit earned for 1966 art 
aggregated and the group's consolidated 
credit earned. $90,000. is allowable in full to 
the group as a credit under section 36 for 
1066 since such amount Is less than the 
consolidated limitation based on amount of 
tax for 1966. $100,000. 

(II) Since the consolidated limitation 
based on amount of tax for 1967 la $50,000. 
only $50,000 of the $65,000 consolidated credit 
earned far such year Is allowable to the group 
under section 38 as a credit for 1967 The 
consolidated unused credit for 1967 of $19,000 
($65,000 less $50,000) la a consolidated in¬ 
vestment credit carryback and carryover to 
the years prescribed In section 46(b) In 
this case the consolidated unused credit u a 
consolidated investment credit carryback to 
1966 (since P and 8 were not in existence in 
1964 and 1966) and a consolidated Invest¬ 
ment credit carryover to 1968 and subsequent 
years. The portion of the consolidated un¬ 
used credit for 1067 which is aUowable as s 
credit for 1966 Is $10,000. This amount ahaU 
be added to the amount allowable as a credit 
to the group for 1966. The balance of the 
consolidated unused credit for 1967 to be 
carried to 1968 Is $5,000. These amounts are 
computed as follows; 


Consolidated curry bark to IMA--.... 

ItOO consolIdnJcd UmitatIon based on Ux.... $|o0,0W» 

li«: Conaolldsted credit earned far ISM...tvo.ooo 

Consolidated unused errdlu attributable to years petordina 1967. 0 9W 000 


Urakt on amount of 1997 consolidated unused credit which may be added as a 

credit for 1999 ....... - BU»0 

Balance of 1997 consolidated unused credit to be carried to IMS... .. . ,ll) 


Example (2). Assume the same facts as 
In example (1), except that all the stock of 
corporation T. also a calendar year taxpayer. 
Is acquired by P on January 1. 1968. and 
that P, 8. and T Ole a consolidated return for 
1968. In 1966 T had an unused credit of 
$10,000 which has not been absorbed and is 
available as an Investment credit carryover to 
1968. Such carryover la from a separate re¬ 
turn limitation year. Fa and 8's credit 
earned for 1968 U $10,000 each and Ta credit 
earned is $8,000. the consolidated credit 
earned Is therefore $28,000. The group's con¬ 
solidated limitation based on amount of tax 
for 1968 is $50,000. Such limitation recom¬ 
puted by excluding the Items of Income and 
deduction of T is $30,000. Thus, the amount 
determined under paragraph (c)(2) (1) of 
this section Is $20,000 ($50,000 minus $30.- 
000). Accordingly, the limitation on the 
carryover of T's unused credit Is $12,000. the 
excess of $20,000 over $8,000 (the sum of T's 
credit earned for the taxable year and any 
carryovers from prior unused credit years 
(none in this case)). Therefore T*s $10,000 
unused credit from 1968 may be carried over 
to the consolidated return year without 
limitation. 

(t) The group's consolidated credit earned 
for 1968. $28,000. is allowable In full as a 


credit under section 38 since such amount is 
less than the consolidated limitation based 
on amount of tax. $50,000. 

(U) The group's consolidated Investment 
credit carryover to 1968 is $15,000. consist¬ 
ing of the consolidated unused credits of 
tho group ($5,000), plus T's separate return 
year unused credit ($10,000). The entire 
$16,000 consolidated carryover shall be added 
to the amount allowable to the group as a 
credit under section 38 for 1968 since such 
amount is lew than $22,000 (the excess of the 
consolidated limitation based on ux. $50,000, 
over the sum of the consolidated credit 
earned for 1968. $28,000, and unused credits 
arising In prior unused credit years, aero) 

Example (J). Assume the same fact* n§ 
In example (2), except that the amount de¬ 
termined under paragraph (c)(2)(!) of 
section is $12,000. Therefore, the limitation 
on the carryover of Ta unused credit U 
$4,000. ‘ Accordingly, the consolidated in¬ 
vestment credit carryover la only $9,000 since 
the amount of Ts separate return year un¬ 
used credit which may be added to tr.* 
group's $5,000 consolidated unused credit 
84,000. These amounU are computed as 
follows: 
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(e) Limitation on investment credit 
carryovers where there has been a con¬ 
solidated return change of ownership — 

(1) General rule. If a consolidated re¬ 
turn change of ownership < as defined in 
paragraph <g> of l 1.1502-1) occurs dur¬ 
ing the taxable year or an earlier taxable 
year, the amount which may be included 
under paragraph <b) of this section in 
the consolidated Investment credit carry¬ 
overs to the taxable year with respect to 
the aggregate unused credits attributable 
to old members of the group (as defined 
in paragraph (g)(3) of fi 1.1502-1) aris¬ 
ing In taxable years (consolidated or 
separate) ending on the same day and 
before the taxable year In which the 
consolidated return change of ownership 
occurred shall not exceed the amount de¬ 
termined under subparagraph (2) of 
this paragraph. 

(2) Computation of limitation . The 
amount referred to in subparagraph (1) 
of this paragraph shall be the excess 
of the consolidated limitation based on 
amount of tax for the taxable year, re¬ 
computed by including only the items of 
Income and deduction of the old mem¬ 
bers of the group, over the sum of— 

<i) The aggregate credits earned by 
the old members of the group for the 
taxable year, and 

<ii> The aggregate unused credits at¬ 
tributable to the old members of the 
$roup which may be carried to the tax¬ 
able year arising In unused credit years 
ending prior to the particular unused 
credit year or years. 

<f> Early dispositions . etc., of section 
M property—(l) Dispositions of section 
if property during and after consoli¬ 
dated return year . If property is sub¬ 
ject to section 47(a) (1) or (2> with 
respect to a member during a oonsoli- 
dated return year, any increase In tax 
shall be added to the tax Uability of 
w group under 8 1.1502-2 (regardless 
of whether the property was placed in 
•ervice in a consolidated or separate re- 
, rn year). Also, if property Is subject 
io section 47(a) (1) or (2) with respect 

a corporation during a taxable year 
tor which such corporation flics on a 
•eparate return basis, any increase in tax 
*hali be added to the tax liability of 
such corporation (regardless of whether 
wen property was placed In service in 

* ^^Jldated or separate return year). 

<2 ) Exception for certain intercom - 

f ransaction *- (i > Except as pro¬ 
vided in subdivisions fit) and (ill) of this 
«ibparagrap h # a transfer of section 38 
p Wrty from one member of the group 

* mcmbcr of such group during 

? return year shall not be 

!n w a d^iwltion or cessation wlth- 
Spk m ,^ aning of section 47(a)(1). IX 
5? 38 propert * u disposed of. 
eriv nt^f Ceasc8 t0 bc «<*tion 38 prop- 
„ 01 be comes public utility property 

1 respect to the transferee, before 


the close of the estimated useful life 
which was taken into account in com¬ 
puting qualified investment, then section 
47(a) (1) or (2) shall apply to the 
transferee with respect to such property 
(determined by taking into account the 
period of use, qualified investment, other 
dispositions, etc., of the transferor). 
Any increase in tax due to the applica¬ 
tion of section 47<a) (l) or (2) shall be 
added to the tax liability of such trans¬ 
feree (or the tax liability of a group, if 
the transferee Joins in the filing of a 
consolidated return). 

(U) Except as provided in subdivision 
(ill) of this subparagraph, if section 38 
property is disposed of during a con¬ 
solidated return year by one member of 
the group to another member of such 
group which Is an organization to which 
section 593 applies or a cooperative orga¬ 
nization described In section 1381(a), 
the tax under chapter 1 of the Code for 
such consolidated return year shall be 
increased by an amount equal to the 
aggregate decrease in the credits allowed 
under section 38 for all prior taxable 
years which would result solely from 
treating such property, for purposes of 
determining qualified investment, as 
placed In service by such organization to 
which section 593 applies or such co¬ 
operative organization described In sec¬ 
tion 1381(a). as the case may be, but 
with due regard to the use of the property 
before such transfer. 

(ill) Section 47(a)(1) shall apply to 
a transfer of section 38 property by a 
corporation during a consolidated re¬ 
turn year if such corporation Is liqui¬ 
dated in a transaction to which section 
334(b) (2) applies. 

(3) Examples. The provisions of this 
paragraph may be illustrated by the 
following examples: 

Example (/). P. 8, and T file a eon- 
BoltdaUd return for calendar 1067. In auch 
year 8 places In service section 38 property 
having an estimated useful life of more than 
8 yeors. In 1068, P. S. and T continue to file 
a consolidated return and In such year 8 
sella auch property to T. Such sale will not 
cause section 47(a)(1) to apply. 

Example (2). Assume the same facts as 
In example (1). except that P. 8. and T 
filed separate returns for 1067. The sale 
from 8 to T will not cause section 47(a) (iy 
to apply. 

Example (3). Assume the same facts os 
In example (1). except that P. 8. and T 
continue to file consolidated returns 
through 1971 and in such year T disposes 
of the property to individual A. Section 
47(a)(1) will apply to the group and any 
Increase in tax shall bc added to the tax 
liability of the group. For the purpose* of 
determining the actual period of use by 
T. auch period ahall Include S*a period of 
use. 

Example (4). Assume the same facta as 
In example (8). except that T files a separate 
return In 1971. Again, the actual periods 
of use by 8 and T will be combined In 
Applying section 47. If the disposition 


results in an increase in tax under section 
47(a)(1). such additional tax shall be added 
to the separate tax Uability of T. 

Example (5). Assume the same facts as 
In example (1). except that In 1909. P sells 
all the stock of T to a third party. Such 
sale will not cause section 47(a)(1) to apply. 

8 1.1502—8 Consolidated credit for for¬ 
eign taxes. 

(a) In general . The credit under sec¬ 
tion 901 for taxes paid or accrued to any 
foreign country or possession of the 
United States shall be allowed to the 
group only if the common parent cor¬ 
poration chooses to use such credit in 
the computation of the tax liability of 
the group for the consolidated return 
year. If this choice is made, no deduc¬ 
tion may bc taken on the consolidated re¬ 
turn for such taxes paid or accrued by 
any member of the group. See section 
275(a)(4). 

lb) Limitation effective under section 
904 (a) for the group —(I) Common par¬ 
ent's limitation effective for group. The 
determination of whether the overall 
limitation or the per-country limitation 
applies for a consolidated return year 
shall be made by reference to the limita¬ 
tion effective with respect to the common 
parent corporation for such year. If the 
limitation effective with respect to a 
member for its immediately preceding 
separate return year differs from the lim¬ 
itation effective with respect to the com¬ 
mon parent corporation for the consoli¬ 
dated return year, then such member 
shall. If the overall limitation is effective 
with respect to the common parent, be 
deemed to have made an election to use 
such overall limitation, or, if the per- 
country limitation la effective with re¬ 
spect to the common parent, bc deemed 
to have revoked its election to use the 
overall limitation. Consent of the Sec¬ 
retary or his delegate (if otherwise re¬ 
quired) is hereby given to such member 
for such election or revocation. Any 
such election or revocation shall apply 
only prospectively beginning with such 
consolidated return year. 

(2) Limitation effective for subsequent 
years. The limitation effective with re¬ 
spect to a member for the lost year for 
which it joins in the filing of a con¬ 
solidated return with a group shall re¬ 
main in effect for a subsequent sepa¬ 
rate return year and may be changed by 
such corporation for such subsequent 
year only in accordance with the provi¬ 
sions of section 904(b) (and this para¬ 
graph if it joins in the filing of a con¬ 
solidated return with another group). 
Any retroactive change In the limitation 
by the common parent corporation for 
such member’s last consolidated return 
year shall change the election effective 
with respect to such member for such 
last period. Thus, if the common par¬ 
ent (P) elects the overall limitation with 
respect to calendar year 1966. such elec¬ 
tion wculd be effective with respect to Its 
subsidiary S for 1966. If S leaves the 
group at the beginning of calendar year 
1967, such election shall be effective for 
1967 with respect to S (unless S re¬ 
vokes such election for 1967 or a subse¬ 
quent year in accordance with section 904 
(b). or this paragraph if it joins in the 
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flllng of a consolidated return with an¬ 
other group). However, If P retroac¬ 
tively changes back to the per-country 
limitation with respect to 1966. such 
limitation would be effective with re¬ 
spect to S for 1966 and subsequent years 
(unless S elects the overall limitation for 
any such subsequent year). 

(c) Computation of consolidated for¬ 
eign tax credit. The foreign tax credit 
for the consolidated return year shall be 
determined on a consolidated basis under 
the principles of sections 901 through 
905 and section 960. For example, if the 
per-country limitation applies to the 
consolidated return year, taxes paid or 
accrued for such year (including those 
deemed paid or accrued under sections 
902 and 960 (a) and paragraph (e) of 
this section) to each foreign country or 
possession by the members of the group 
shall be aggregated. If the overall limi¬ 
tation applies, taxes paid or accrued for 
such year (including those deemed paid 
or accrued) to all foreign countries and 
possessions by members of the group 
shall be aggregated. If the overall 
limitation applies and a member of the 
group qualifies as a Western Hemisphere 
trade corporation, see section 1503(b). 

(d) Computation of limitation on 
credit. For purposes of computing the 
group's applicable limitation under sec¬ 
tion 904(a), the following rules shall 
apply: 

(1) Computation of taxable income 
from foreign sources . The numerator 
of the applicable limiting fraction under 
section 904(a) shall be an amount (not 
in excess of the amount determined 
under subparagraph (2) of this para¬ 
graph) equal to the aggregate of the 
separate taxable incomes of the members 
of the group from sources within each 
foreign country or possession of the 
United States (if the per-country limi¬ 
tation Is applicable), or from all such 
foreign countries and possessions (if the 
overall limitation is applicable), deter¬ 
mined under 9 1.1502-12, adjusted for 
the following items taken into account 
In the computation of consolidated tax¬ 
able income: 

(i) The portion of the consolidated net 
operating loss deduction, the consoli¬ 
dated charitable contributions deduc¬ 
tion, the consolidated dividends received 
deduction, and the consolidated section 
922 deduction, attributable to such for¬ 
eign source income: 

<il> Any such foreign source net capi¬ 
tal gain (determined without regard to 
any net capital loss carryover) ; 

(ill) Any such foreign source net 
capital loss and section 1231 net loss, 
reduced by the portion of the consoli¬ 
dated net capital loss attributable to 
such foreign source loss; and 

(iv> The portion of any consolidated 
net capital loss carryover attributable 
to such foreign source income which is 
absorbed in the taxable year. 

• 2) Computation of entire taxable in¬ 
come. The denominator of the appli¬ 
cable limiting fraction under section 
904(a) (that is, the entire taxable in¬ 
come of the group) shall be the con¬ 
solidated taxable income of the group 
computed In accordance with 5 1.1502-11. 


(3) Computation of tax against which 
credit is taken . The tax against which 
the limiting fraction under section 904 
(a) is applied shall be the consolidated 
tax liability of the group determined 
under $ 1.1502-2. but without regard to 
paragraphs (b), <c), <d), and (j) there¬ 
of. and without regard to any credit 
against such liability. 

<e) Carryover and carryback of un¬ 
used foreign tax —(1) Allowance of un¬ 
used foreign tax as consolidated carry¬ 
over or carryback. The aggregate of the 
consolidated unused foreign tax carry¬ 
overs and carrybacks to the taxable 
year, to the extent absorbed for such 
year under the principles of section 904 
(d). shall be deemed to be paid or ac¬ 
crued to a foreign country or possession 
for such year. The consolidated unused 
foreign tax carryovers and carrybacks 
to the taxable year shall consist of any 
consolidated unused foreign tax, plus any 
unused foreign tax of members of the 
group for separate return years of such 
members, which may be carried over or 
back to the taxable year under the prin¬ 
ciples of section 904(d). However, such 
consolidated carryovers and carrybacks 
shall not Include any consolidated un¬ 
used foreign taxes apportioned to a cor¬ 
poration for a separate return year pur¬ 
suant to paragraph (d) of I 1.1502-79 
and shall be subject to the limitations 
contained in paragraphs (f) and (g) of 
this section. A consolidated unused for¬ 
eign tax is the excess of the foreign taxes 
paid or accrued by the group (or deemed 
paid or accrued by the group, other than 
by reason of section 904(d)) over the 
applicable limitation for the consolidated 
return year. 

(2) Absorption rules. For purposes of 
determining the amount, if any. of an 
unused foreign tax (consolidated or sep¬ 
arate) which can be carried to a taxable 
year (consolidated or separate), the 
amount of such unused tax which Is ab¬ 
sorbed in a prior consolidated return 
year under section 904(d) shall be de¬ 
termined by— 

(1) Applying all unused foreign taxes 
which can be carried to such prior year 
in the order of the taxable years in which 
such unused taxes arose, beginning with 
the taxable year which ends earliest, and 

01) Applying all such unused taxes 
which can be carried to such prior year 
from taxable years ending on the same 
date on a pro rata basis. 

(f) Limitation on unused foreign tax 
carryover or carryback from separate 
return years—i 1) General rule . In the 
case of an unused foreign tax of a mem¬ 
ber of the group arising in a separate 
return limitation year (as defined in 
paragraph (f) of 9 1.1502-1) of such 
member, the amount which may be in¬ 
cluded under paragraph (e) of this sec¬ 
tion (computed without regard to the 
limitation contained In paragraph (g> 
of this section) shall not exceed the 
amount determined under subparagraph 
(2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to In subparagraph (1) 
of this paragraph with respect to a mem¬ 
ber of the group is the excess, it any. of— 

(1) The section 904<a> limitation of 
the group, minus such limitation recom¬ 


puted by excluding the items of income 
and deduction of such member, over 
(ID The sura of (a) the foreign taxee 
paid (or deemed paid, other than by rea¬ 
son of section 904(d)) by such member 
for the consolidated return year, and 
(b) the unused foreign tax attributable 
to such member which may be curried 
to such consolidated return year arising 
in taxable years ending prior to the par¬ 
ticular separate return limitation year. 

<g) Limitation on unused foreion fax 
carryover where there has been a consol¬ 
idated return change of ownership— id 
General rule. If a consolidated return 
change of ownership (as defined in para¬ 
graph (g) of 91.1502-1) occurs during 
the taxable year or an earlier taxable 
year, the amount which may be included 
under paragraph (e) of this section in 
the consolidated unused foreign tax 
carryovers to the taxable year with re¬ 
spect to the aggregate unused credits 
attributable to the old members of the 
group (as defined in paragraph (gH3) 
of 9 1.1502-1) arising in taxable yean 
(consolidated or separate) ending on the 
same day and before the taxable year 
in which the consolidated return change 
of ownership occurred shall not exceed 
the amount determined under subpara¬ 
graph (2) of this paragraph. 

(2) Computation of limitation The 
amount referred to in subparagraph (I) 
of this paragraph shall be the excess of 
the section 904(a) limitation of the group 
for the taxable year, recomputed by in¬ 
cluding only the Items of Income and 
deduction of the old members of the 
group, over the sum of— 

(!) Tlie aggregate foreign taxes paid 
(or deemed paid, other than by reason 
of section 904(d)) by the old members 
for the taxable year, and 

(ID The aggregate unused foreign Iax 
attributable to the old members which 
can be carried to the taxable year aris¬ 
ing In taxable years ending prior to the 
particular unused foreign tax year or 
years. 

(h) Amount of credit with respect to 
interest income . If any member of the 
group has Interest Income described in 
section 904(f) (2) (for a year for which 
It filed on a consolidated or separate 
basis), the group's foreign tax credit 
with respect to such Interest shall be 
computed separately in accordance with 
the principles of section 904(f) and this 
section. 

(1) l Reserved l 

(j) Examples. The provisions of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (1). DomwUc corporation P l» 
Incorporated on January 1. 1966. On to 
game day It also incorporates domestic cor¬ 
poration* s and T, wholly owned wibnUn- 
aiie* P. 8. and T flic consolidated return* 
for 1966 and 1967 on the basis of a 
year. T engage* In buslnca* solely in country 
A. 8 transacts business solely In 
A and B P docs business solely in th* tJmwa 
States During 1966 T sold an Item aim 
ventory to P at a profit of $2,000 Under 
» 1 1502-13 such profit U deferred 
of the circumstances of restoration conta ^ 

in paragraph (d). (•). or (f) ol I 1-1 * 

havT occurred a. of the clow af I9^ ™ 
taxable Income for IBM from 
United States sources, and the 
paid on such foreign income are as foi 
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30.000 
20,000 

*0,000 
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10,008 

112. non 
9,000 



9iaox» 

93.000 


Such taxable Income was computed by tak¬ 
ing Into account the rules provided in 
1 1 3502-12. Thus, the $2,000 deferred profit 
it not included in TT§ taxable Income for 
1964 (but will be Included for the taxable 
year for which one of the evenU specified 
w*ph (d), (e). or (f) of 111603-13 
occurs). The consolidated taxable income 
of the group (computed in accordance with 
| 1.1302-11) la $80,000. The consolidated 
tax lUbUIty against which the credit may be 
taken (computed In accordance with para¬ 
graph (d)(3) of this section) U $31,900 

(!) Assuming P chooses to use the foreign 
burs paid as a credit and the group la sub¬ 
ject to the per-country limitation, the group 
may take as a credit against the consolidated 
tax nabUlty $11,962 50 of the amount paid 
to country A. plus the $3,000 paid to country 
8. bach amounts are computed as follows: 
The -r^regate taxes paid to country A of 
110.000 Is limited to $12,962 50 ($31,900 times 
$30,900 980.000). The unused foreign tax 
with reppect to country A la $6.037A0 ($18,000 
leu 111,96230). and Is a consolidated unused 
foreign tax which &hall be carried to the 
year* prescribed by section 004(d). A credit 
of $* 000 Is available with respect to the taxes 
paid to country B since such amount Is loss 
than the limitation of $3.987 50 ($31,900 
time* MO.OOO/$DOAOO). 

<U) Assuming the overall limitation to In 
effort for the taxable year, the group may 
take 9154)60 as a credit, computed as fol¬ 
low* The aggregate taxes paid to all foreign 
countries of $21,000 Is limited to $15,950 
(931900 times $40.000/$80.000). The un¬ 
used foreign tax to $5,060 ($21,000 lees 
915.950), and Is a consolidated unused for¬ 
eign tax which shall be carried to the years 
prescribed by section 904(d). 

Example <2). Assume the same facta os 
in example (1). except that T has a $10,000 
long-term capital gain (derived from a sale 
to x : > n member In country A) and P has a 
910.000 long-term capital loss (derived from 
a tale to a nonmember In the United 8tales) . 
Notwithstanding that the consolidated net 
capital gain of the group to zero. TW capital 
gain Rhall be reflected In full In the computa¬ 
tion of taxable Income from foreign sources. 

Example (3). Assume the same facts as 
m example (1). except that the group had 
a c onsolidated section 172 deduction of $8,000 
whirh is attributable to a net operating loss 
■uttrained by T. The $8,000 consolidated net 
operating loss deduction Is offset against Ts 
income from country A. thus reducing Ts 
taxable income from country A to $12,000. 

§ 1 . 1 302—5 I .Miniated tax. 


a) General rule —(1) Consolid 

estimated tax . IX a group Is requin 
a consolidated return for any 
able year pursuant to paragraph (a 
ox fi 1 1502-75, such group must f] 
declaration of consolidated cstim 
tax for the succeeding taxable year 
^ group estimates tha 
consolidated tax liability for such 
* ' •‘terminal under 8 1.1502-2) will 
ecd the sum of $100,000. In such < 
he Stroup shall be treated ns a single 
jx> ration for such succeeding year 
Purposes of sections 6016 (relatim 


declarations of estimated tax by corpora¬ 
tions^ and 6154 (relating to installment 
payments of estimated Income tax by 
corporations). If separate returns arc 
filed by members of the group for such 
succeeding taxable year, the amounts of 
any estimated tax payments made with 
respect to such declaration of consoli¬ 
dated estimated tax shall be credited 
against the separate tax liabilities of the 
members In any manner designated by 
the common parent which is satisfactory 
to the Commissioner. The declaration 
of consolidated estimated tax shall be 
filed, and payments shall be made, to the 
district director with whom the common 
parent corporation would file a separate 
income tax return. A statement should 
be attached to such declaration setting 
forth the name, address, taxpayer ac¬ 
count number, and district director of 
each member of the group. 

<2) Estimated tax on a separate basis. 
If a group is not required to file a con¬ 
solidated return for any taxable year, 
then each member shall be treated as a 
separate corporation for such taxable 
year and the succeeding taxable year for 
purposes of sections 6016, 6154. and 6655, 
except as otherwise provided in section 
243(b) (3) (C) (v). If a consolidated re¬ 
turn is filed for cither of such taxable 
years, the aggregate amount of any es¬ 
timated tax payments made with respect 
to such consolidated return year shall be 
credited against the tax liability of the 
group for such year. 

<b> Additions to tax for failure to pay 
estimated tax under section 6655—<i) 
Declaration of consolidated estimated tax 
required to be filed. If a group is treated 
as a single corporation for the taxable 
year under paragraph (a)(1) of this 
section <and thus Is required to file a 
declaration of consolidated estimated 
tax for such taxable year). then— 

(i> If such group files a consolidated 
return for the taxable year. It shall be 
limited to a single $100,000 exemption 
for purposes of applying section 6655 to 
payments of estimated tax for such year. 
For purposes of section 6655(d)(1), the 
•tax shown on the return” shall be the 
tax shown on the consolidated return 
for the preceding taxable year, and for 
purposes of section 6655(d)(2), the 
“facts shown on the return” shall be the 
facte shown on the consolidated return 
for the preceding taxable year. 

(ii> If such group does not file a con¬ 
solidated return for the taxable year, 
each member of the group shall, except 
as otherwise provided in section 243(b) 
(3><CXv). be entitled to a separate 
$100,000 exemption for purposes of ap¬ 
plying section 6655 to payments of esti¬ 
mated tax for such year. For purposes 
of section 6655(b)(2), the “amount. If 
any. of the installment paid” by any 
member shall be an amount apportioned 
to such member in a manner designated 
by the common parent which ts satis¬ 
factory to the Commissioner. For pur¬ 
poses of section 6655(d)(1), the “tax 
shown on the return” for any member 
shall be the portion of the tax shown on 
the consolidated return for the preced¬ 
ing year allocable to such member under 
subparagraph (3) of this paragraph. 
For purposes of section 6655(d)(2), the 


‘facte shown on the return" shall be the 
facte shown on the consolidated return 
for the preceding year and the tax com¬ 
puted under such section shall be allo¬ 
cated under the rules of subparagraph 
(3) of this paragraph. 

(2) Separate declaration of estimated 
tax. If the members of a group are 
treated as separate corporations for the 
taxable year under paragraph (a)(2) of 
this section, then, except as otherwise 
provided in section 243(b) (3X0 (v), 
each such member is entitled to a sepa¬ 
rate $100,000 exemption for purposes of 
applying section 6655 to payments of 
estimated tax for such year, whether or 
not the group files a consolidated return 
for such year. If the group files & con¬ 
solidated return for such year, then for 
purposes of section 6655(b) (1), the “tax 
shown on the return" for any member 
shall be the portion of the tax shown on 
the consolidated return allocable to such 
member under subparagraph (3) of this 
paragraph. If the group filed & con¬ 
solidated return for the preceding tax¬ 
able year, then for purposes of section 
6655(d)(1), the "tax shown on the re¬ 
turn" for any member shall be the por¬ 
tion of the tax shown on the consolidated 
return for such preceding year allocable 
to such member under subparagraph (3> 
of this paragraph. For purposes of sec¬ 
tion 6655(d)(2). the "facte shown on 
the return" shall be the facte shown on 
the consolidated return for the preced¬ 
ing year and the tax computed under 
such section shall be allocated under the 
rules of subparagraph (3) of this para¬ 
graph. 

(3) Rules for allocation of consofi- 
dated tax liability. For purposes of sub- 
paragraphs (1) and (2) of this para¬ 
graph, the tax shown on a consolidated 
return shall be allocated to the members 
of the group under the method which 
the group has elected pursuant to sec¬ 
tion 1552. 

(c) Examples . The provisions of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (1). Corporations P and 8-1 
file a consolidated return for the first time 
for calendar year 1966. P and 8-1 also file 
consolidated returns for 1967 and 1968. For 
1966 and 1967 P and 8-1 are treated os 
separate corporations far purposes of sec¬ 
tions 6016, 6154. and 6655. However, the 
group Is treated as a tingle corporation for 
1968 for such purposes since a consolidated 
return U required for 1967. Therefore, the 
group is limited to a single $100,000 exemp¬ 
tion for 1968. In determining whether P and 
8-1 come within the exception provided In 
section 6655(d)(1) for 1968, the “tax shown 
on the return*' Is the tax shown on the con¬ 
solidated return for 1967. 

Example (2). Assume the some facts as 
In example (I). Assume further that cor¬ 
poration 8-3 was a member of the group 
during 1967, and joined In the flUng of the 
consolidated return for such year, but ceased 
to be a member of the group on September 15, 
1968 In determining whether the group 
(Which no longer Includes 8-2) comes with¬ 
in the exception provided In section 6655(d) 
(1) for 1968. the “tax shown on the return" 
is the tax shown on the consolidated return 
for 1967. 

Example (3). Assume the same facta os 
in example (1). Assume further that cor¬ 
poration 8-2 becomes a member of the group 
on June 1. 1068. and joins in the filing of 
the consolidated return for 1968. In do- 
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termlnlng whether the group (which now In¬ 
cludes S-2) comes within the exception pro¬ 
vided In section 6363(d)(1) for 1968. the 
“tax shown on the return** is the tax shown 
on the oonsolidAted return for 1937. Any 
tax of 8-2 for any separate return year Is 
not Included as a part of the “tax shown an 
the return** for purposes of applying section 
6653(d)(1). 

Example (4). Corporations X and Y filed 
consolidated returns for the calendar years 
1966 and 1967 and separate return » tor 
1966. X and Y are each entitled to a sep¬ 
arate $100,000 exemption for 1968 for pur¬ 
poses of applying section 6635. In deter¬ 
mining whether X or Y comes within the 
exception provided In section 6655(d)(1) for 
1968. the * tax shown on the return* 4 la the 
amount of tax shown on the consolidated 
return for 1967 allocable to X and to Y In 
accordance with paragraph (b)(3) of this 
section. 

§ 1.1502-6 liability for lax. 

(a) Several liability of members of 
group. Except as provided In paragraph 

(b) of this.section, the common parent 
corporation and each subsidiary which 
was a member of the group during any 
part of the consolidated return year shall 
be severally liable for the tax for such 
year computed in accordance with the 
regulations under section 1502 prescribed 
on or before the due date (not Including 
extensions of time) for the filing of the 
consolidated return for such year. 

<b> Liability of subsidiary after with¬ 
drawal. It a subsidiary has ceased to 
be a member of the group and it such 
cessation resulted from a bona fide sale 
or exchange of its stock for fair value 
and occurred prior to the date upon 
which any deficiency is assessed, the dis¬ 
trict director may. if he believes that the 
assessment or collection of the balance 
of the deficiency will not be Jeopardized, 
make assessment and collection of such 
deficiency from such former subsidiary 
in on amount not exceeding the portion 
of such deficiency which the district di¬ 
rector may determine to be allocable to 
it. If the district director makes assess¬ 
ment and collection of any part of a de¬ 
ficiency from such former subsidiary, 
then for purposes of any credit or re¬ 
fund of the amount collected from such 
former subsidiary the agency of the 
common parent under the provisions of 
9 1.1502-77 shall not apply. 

(c) Effect of intercompany agree¬ 
ments. No agreement entered Into by 
one or more members of the group with 
any other member of such group or with 
any other person shall In any case have 
the effect of reducing the liability pre¬ 
scribed under this section. 

§§ 1.1502-7 to 1.1502-10 [Reserved] 

Computation of Consolidated Taxable 
Income 

§ 1.1502—11 Consolidated taxable in¬ 
come. 

The consolidated taxable Income for 
a consolidated return year shall be de¬ 
termined by taking into account— 

(a) The separate taxable income of 
each member of the group <see $ 1.1502- 
12 for the computation of separate tax¬ 
able Income): 

(b) Any consolidated net operating 
loss deduction (sec 9 1.1502-21 for the 
computation of the consolidated net op¬ 
erating 1063 deduction); 


(c) Any consolidated net capital gain 
(see 9 1.1502-22 for the computation of 
the consolidated net capital gain); 

(d) Any consolidated section 1231 net 
loss (see 9 1.1502-23 for the computation 
of the consolidated section 1231 net loss); 

(e) Any consolidated charitable con¬ 
tributions deduction (see 9 1.1502-24 for 
the computation of the consolidated 
charitable contributions deduction); 

(f) Any consolidated section 922 de¬ 
duction (see 9 1.1502-25 lor the compu¬ 
tation of the consolidated section 922 
deduction); 

(g) Any consolidated dividends re¬ 
ceived deduction (see I 1.1502-26 for the 
computation of the consolidated divi¬ 
dends received deduction); and 

(h) Any consolidated section 247 
deduction (see 9 1.1502-27 for the com¬ 
putation of the consolidated section 247 
deduction). 

Computation or Separate Taxable 
Income 

§ 1.1502—12 Separate taxable income. 

The separate taxable Income of a mem¬ 
ber of a group shall be computed In 
accordance with the provisions covering 
the determination of taxable income of 
separate corporations except that— 

<a> Transactions between members of 
the group, including transactions with 
respect to stock, bonds, or other obliga¬ 
tions of members of the group, shall be 
reflected according to the provisions of 
99 1.1502-13 and 1.1502-14; 

(b) Any deduction which is disallowed 
under 9 1.1502-15 shall be taken Into ac¬ 
count as provided in that section; 

(c> The deduction allowable under 
section 615 shall be taken Into account 
to the extent provided In 9 1.1502-16; 

(d) The method of accounting under 
which such computation Is made and the 
adjustments to be made because of any 
change in method of accounting shall be 
determined under 9 1.1502-17; 

(e> Inventory adjustments shall be 
made as provided in 1 1.1502-18; 

(f) Any amount included In income 
under I 1.1502-19 shall be taken into 
account; 

(g) In the computation of the deduc¬ 
tion under section 167, property shah not 
lose Its character as new property as a 
result of a transfer from one member 
of the group to another member during 
a consolidated return year; 

(h> No net operating loss deduction 
shall be taken into account; 

(l) I Reserved 1 

(J) No capital gains or losses shall be 
taken into account; 

(k) No gains and losses subject to sec¬ 
tion 1231 shall be taken Into account; 

(1> No deduction under section 170 
with respect to charitable contributions 
shall be taken into account; 

on) No deduction under section 922 
(relating to the deduction for Western 
Hemisphere trade corporations) shall be 
taken into account; and 

(n) No deductions under section 243 
(a)(1). 244(a). 245. or 247 (relating to 
deductions with respect to dividends 
received and dividends paid) shall be 
taken into account. 

The term “separate taxable Income 44 
shall Include a case in which the deter¬ 


mination under this section results tn 
an excess of deductions over gross 
income. 

§ 1.1502-13 Intercompany 

(ft) Definitions. For purpose; of 
99 1.1502-1 through 1.1502-80— 

(I) “Intercompany transaction ” (i> 
Except as provided In subdivision (11) of 
this subparagraph, the term “inter¬ 
company transaction'* means a trans¬ 
action during a consolidated return 
year between corporations which are 
members of the same group Immediately 
after such transaction. Thus, for ex¬ 
ample, an intercompany transaction 
would Include a sale of property by one 
member of a group (hereinafter referred 
to as the “selling member") to another 
member of the same group ("purcha-lni? 
member"), the performance of services 
by one member of a group (“selling 
member") for another member of the 
same group (“purchasing member >, or 
the payment of Interest by one member 
of a group (“purchasing member*’ > to 
another member of the same group 
( 4 ‘selling member"), during a consoli¬ 
dated return year. 

(II) The term “Intercompany trans¬ 
action*’ does not Include a distribution by 
one member of a group to another mem¬ 
ber of the same group with respect to 
the distributing member’s stock. Thu*, 
for example, dividend distributions, re¬ 
demptions. and liquidations are not In¬ 
tercompany transactions. The term also 
does not include sales and other disposi¬ 
tions of. and bad debts with respect to, 
obligations of other members of the 
group. See 9 1.1502-14, relating to 
amounts received with respect to stock, 
bonds, or other obligations of a member 
of the group. 

(2) “Deferred intercompany trans¬ 
action”. The term "deferred intercom¬ 
pany transaction" means— 

(1) The sale or exchange of property 

(ii) The performance of services in a 

case where the amount of the expendi¬ 
ture for such services Is capitalized (for 
example, a builder's fee, architect’s fee. 
or other similar cost which Is Included In 
the basis of property). or 

(ill) Any other expenditure In a co^ 
where the amount of the expenditure Is 
capitalized (for example, prepaid rent 
or interest, or interest which is include 
in the basis of property), 

In an intercompany transaction 

(b) Treatment of intercompany trans¬ 
actions other than deferred intercom¬ 
pany transactions —(D General rule . 
Intercompany transactions (other than 
deferred Intercompany transactions* 
shall not be eliminated. Thus, for exam¬ 
ple. if. during a consolidated return 
year, a purchasing member makes an 
interest payment on an Indebtedness w 
a selling member in an intercompany 
transaction, the purchasing 
shall take the deduction for Interest into 
account and the selling member sh* 
take the interest income Into account 

(2) Special rule. If. in an Intercom¬ 
pany transaction (other than a deierreo 
Intercompany transaction), one me®*** 
would otherwise properly take an ltc 
of income or a deduction Into account io 
a consolidated return year earlier than 
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Uie year (whether consolidated or sepa- 
raU' for which another member of the 
group can properly take into account the 
corresponding item of Income or de¬ 
duction. then both the Item of inoomc 
and the deduction shall be taken Into 
account for the later year iwhether con¬ 
solidated or separate). On the other 
hand, if one member properly takes an 
item of Income or a deduction into ac¬ 
count for a separate return year earlier 
than the consolidated return year for 
which the other member can properly 
take into account the corresponding 
item of income or deduction, then such 
other member shall take the correspond¬ 
ing eduction or item of income into ac¬ 
count for such later consolidated return 


year 

(c > Deferral of gain or loss on deferred 
inter(ompany transactions —(1) General 
rule ^ (1) To the extent gain or loss on 
a deferred intercompany transaction 
would otherwise be recognized under the 
Code for a consolidated return year, 
such itain or loss shall be deferred by the 
selling member (hereinafter referred to 
as "deferred gain or loss"). 

(li> The following rules apply with re¬ 
spect to the deferral of gain or loss on 
deferred intercompany transactions: 

(a) The selling member may not re¬ 
port gain on the installment method un¬ 
der section 453; 

A selling member shall defer the 
gain or loss on a deferred intercompany 
tran. action for the first taxable year for 
whldi paragraph (d), (e). or (f) of this 
section applies, notwithstanding that 
such selling member, under its method 
of accounting, would not otherwise rec¬ 
ognize such gain or loss until a later tax¬ 
able year. Thus, for example, a selling 
member must defer its gain on a deferred 
intercompany transaction for the first 
taxable year for which the purchasing 
member is allowed a deduction for de¬ 
preciation with respect to the property 
Involved, even though the selling mem¬ 
ber, under its method of accounting, 
would not otherwise recognize such gain 
until a later taxable year. 

<Ui> See paragraphs <d), <e>. and (f) 
of this section, relating to the time and 
manner of restoring deferred gain or 
loss See paragraph (a) of S 1,1502-31. 
relating to basis of property acquired in 
a deferred intercompany transaction. 

Determination of amount of de¬ 
ferred vain or loss. In determining the 
amount of deferred gain or loss, the cost 
of property, services, or any other ex¬ 
penditure shall Include both direct costs 
wul indirect costs which are properly 
inaudible In the cost of goods sold or 
cost of the services or other expenditure, 
w? A 1 471-3 for costs properly includ¬ 
ible In cost of goods sold. 

43 * Election not to defer . <n a group 
with the consent of the Com¬ 
missioner, not to defer gain or loss on all 
aexerrtd intercompany transactions with 
respect to stock in trade or other prop- 
r » 2*5 which would properly be 
included in inventory if on hand at the 

°* ^ scllin * member’s taxable 
in 2 r properiy held Primarily for sale 
, mers ln Ule ordinary course of 
selling member's trade or business. 

sent J\F°2P may elcct * with the con- 
i or the Commissioner, not to defer 

No ioo—pt u-_a 


gam or loss on all deferred intercompany 
transactions with respect to all property 
not described in subdivision (I) of this 
subparagraph. 

(ill) An election under subdivision <1> 
or (ii) of this subparagraph shall, unless 
revoked with the consent of the Commis¬ 
sioner. apply to all members of the group 
for the consolidated return year for 
which made and all subsequent consoli¬ 
dated return years ending prior to the 
first year for which such group docs not 
file a consolidated return. 

«4> Character of deferred gain or loss . 
The character of deferred gain or loss on 
a deferred intercompany transaction 
shall be determined at the time of the 
deferred intercompany transaction as if 
such transaction had not occurred during 
a consolidated return year. 

(5> Accounting for deferred gain or 
loss . The amount of deferred gain or 
loss shall be reflected on permanent rec¬ 
ords (including work papers). Prom 
such permanent records the group must 
be able to identify the character of the 
deferred gain or loss to the selling mem¬ 
ber. and must be able to apply the res¬ 
toration rules of paragraphs <d>, (e), 
and <f) of this section. 

<6> Inheritance of deferred gain or 
loss. If a selling member is completely 
liquidated or merged into one or more 
members of the group, the member of the 
group acquiring the greatest portion of 
the assets of the selling member (as com¬ 
pared with other members of the group) 
8hall be subject to the provisions of para¬ 
graphs (d). (e>. and (f) of this section 
with respect to the entire remaining bal¬ 
ance of the deferred gain or loss. If two 
or more members acquire the same por¬ 
tion (which is greater than that acquired 
by any other members), the common 
parent must select which such member 
shall be subject to the provisions of para¬ 
graphs <d>, (c>. and (f) of this section. 
For purposes of this section, a member 
which Inherits the balance of the de¬ 
ferred gain or loss under this subpara¬ 
graph shall be treated as the selling 
member. 

(d> Restoration of deferred gain or 
loss for property subject to depreciation . 
amortization , or depletion—(l) General 
rule. <i) If property (including a cap¬ 
italized expenditure for services, or any 
other capitalized expenditure) acquired 
in a deferred Intercompany transaction 
is, in the hands of any member of the 
group, subject to depredation, amortiza¬ 
tion. or depletion, then, for each taxable 
year (whether consolidated or separate) 
for which a depredation, amortization, 
or depletion deduction Is allowed to any 
member of the group with respect to 
such property, a portion (as determined 
under subdivision (ii) of this subpara¬ 
graph) of the deferred gain or loss 
attributable to sudi property shall be 
taken into account by the selling 
member. 

<ii> The portion of the deferred gain 
or loss attributable to any property 
which shall be taken into account by the 
selling member shall be an amount 
equal to— 

(a) The amount of gain or loss de¬ 
ferred by the selling member at the time 
of the deferred intercompany transac¬ 
tion (and if a member has transferred 


the property to another member of Umj 
group, the remaining balance at the 
time of such transfer), multiplied by 

<b> A fraction, the numerator of 
which Is the amount of the depreciation, 
amortization, or depletion deduction 
with respect to such property allowed to 
any member of the group for the year 
(whether consolidated or separate), and 
the denominator of which Is the depre¬ 
ciable basis (i.c., basis reduced by sal¬ 
vage value required to be taken Into 
account, if any) of such property in the 
hands of such member immediately after 
such property was transferred to such 
member. 

(2) Multiple asset accounts. In the 
case of property contained ln a multiple 
asset account (or in single asset accounts 
for which an average rate is used), for 
purposes of subparagraph (l)(li)(b) of 
this paragraph the depreciation deduc¬ 
tion allowed for a particular taxable 
year shall be determined by reference to 
the rate and method of depreciation 
applied to such multiple asset account 
• or average rate and method of depreci¬ 
ation applied to such single asset ac¬ 
counts) . Tims. If property with an 
estimated useful life of 3 years is placed 
in a multiple asset account which is de¬ 
preciated on the straight-line method at 
a rate of 20 percent, the depreciation de¬ 
duction allowed for each taxable year 
shall be assumed to be 20 percent of the 
basis of such property (reduced by the 
salvage value taken into account). 

(3) Special rule for character of de¬ 
ferred gain or loss . Deferred gain or loss 
taken into account by the selling mem¬ 
ber under subparagraph (1) of this par¬ 
agraph shall be treated as gain or loss 
from tlie sale or exchange of property 
which is neither a capital asset nor prop¬ 
erty described in section 1231, notwith¬ 
standing the character of the deferred 
gain or loss as determined under para¬ 
graph (c)<4) of this section at the time 
of the deferred intercompany trans¬ 
action. 

• 4) Reduction of deferred gain or loss. 
The deferred gain or loss shall be reduced 
by the amount taken into account by the 
selling member under subparagraph (1) 
of this paragraph. If the deferred gain 
was. at the time of the deferred inter¬ 
company transaction, characterized in 
part as gain from the sale or exchange 
of property which was a capital asset 
or property described in section 1231, and 
in part as gain from the sale or ex¬ 
change of property which was neither a 
capital asset nor property described ln 
section 1231, then such reduction shall be 
applied pro rata against both such parts. 
Thus, for example, if 70 percent of a 
selling member’s deferred gain is char¬ 
acterized as gain from the sale of a 
capital asset and 30 percent Is charac¬ 
terized. under section 1245(a), as ordi¬ 
nary Income, then 70 percent of the 
amount taken into account each year 
by the selling member shall be applied 
to reduce the part of the deferred gain 
which was characterized as capital gain 
and 30 percent shall be applied to re¬ 
duce the port which was characterized as 
ordinary income. 

(e> Restoration of deferred gain or 
loss for installment obligations and 
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sales —(1) Installment obligations. II an 
installment obligation (within the mean¬ 
ing of section 453(d)) Is transferred In a 
deferred intercompany transaction, then 
on each date on which the obligation Is 
satisfied the selling member shall take 
into account an amount equal to the de¬ 
ferred gain or loss attributable to such 
obligation, multiplied by a fraction, the 
numerator of which is the portion of such 
obligation satisfied on such date, and the 
denominator of which Is the aggregate 
unpaid installments immediately after 
the deferred intercompany transaction. 
(2) Installment sales. If— 

(1) Property acquired In a deferred 
Intercompany transaction is disposed of 
outside the group, and 

<ii> The purchasing member-vendor 
reports its Income on the installment 
method under section 453. 

then on each date on which the purchas¬ 
ing member-vendor receives an install¬ 
ment payment the selling member shall 
take into account an amount equal to 
the deferred gain or loss attributable to 
such property (after taking Into account 
any prior reductions under paragraph 
(d) (4) of this section) multiplied by a 
fraction, the numerator of which is the 
installment payment received and the 
denominator of which is the total con¬ 
tract price. 

<3) Reduction o/ deferred gain or loss. 
The deferred gain or loss shall be re¬ 
duced by the amount taken into account 
by the selling member under subpara¬ 
graph (1) or (2) of this paragraph. If 
the deferred gain was. at the time of 
the deferred intercompany transaction, 
characterized In part as gain from the 
sale or exchange of property which was 
a capital asset or property described in 
section 1231, and in part as gain from 
the sale or exchange of property which 
was neither a capital asset nor property 
described in section 1231. then such re¬ 
duction shall be applied pro rata against 
both such parts. 

(f) Restoration of deferred gain or 
loss on dispositions, etc. —(l) General 
rule. The remaining balance (after tak¬ 
ing into account any prior reductions 
under paragraphs (d)(4) and (e)(3) of 
this section) of the deferred gain or loss 
attributable to property, services, or 
other expenditure shall be taken into 
account by the selling member as of the 
earliest of the following dates: 

(i) The date on which such property 
is disposed of outside the group (includ¬ 
ing abandoned) other than in a trans¬ 
action described in paragraph <e) (2) of 
this section (but not including a normal 
retirement, as defined in paragraph (b) 
of I 1.167(a)-8. from an average-life 
multiple asset account or from a single 
asset account for which an average rate 
is used). If such property Is of a kind 
which would properly be Included in the 
inventory of a member if on hand at the 
close of Its taxable year, such member 
shall determine whether or not such item 
of property has been disposed of outside 
the group by reference to its method of 
Inventory identification (e.g., first-in. 
first-out. last-in, first-out, or specific 
Identification): 

(11) In the case of a transaction de¬ 
scribed in paragraph (e)(2) of this sec¬ 


tion. the date on which the installment 
debt is written off. satisfied, discharged, 
or disposed of outside the group or the 
property sold is repossessed, whichever 
occurs earliest; 

(ill) Immediately preceding the time 
when either the selling member or the 
member which owns the property ceases 
to be a member of the group; 

(iv) In the case of property which is 
stock In trade or other property of a kind 
which would be properly included in 
inventory of the member which owns the 
property if on hand at the close of such 
member’s taxable year, or held primarily 
for sale to customers in the ordinary 
course of such member’s trade or busi¬ 
ness, the first day of the first separate 
return year of the selling member or the 
member which owns the property; 

(v) In the case of an obligation (other 
than an obligation of a member of the 
group), the date on which such obliga¬ 
tion is satisfied or becomes worthless: - 

(vi) In the case of stock, the date on 
which such stock is redeemed or be¬ 
comes worthless: or 

(vii) If consolidated returns are filed 
by the group for less than three con¬ 
secutive taxable years preceding a sep¬ 
arate return year of the common parent, 
the first day of such separate return 
year. 

(2) Exception. Subparagraph (l) (111) 
of this paragraph shall not apply in a 
case where— 

U) The selling member, or the mem¬ 
ber which owns the property, as the case 
may be. ceases to be a member of the 
group by reason of the liquidation or 
merger of a member of the group into 
another member of the group, or 

(ii) The group is terminated and im¬ 
mediately after such termination the 
corporation which was the common 
parent owns the property involved, and 
Is the selling member or is treated as the 
selling member under paragraph <c) (6) 
of this section. 

The provisions of paragraphs (d) and 
(e> of this section and this paragraph 
shall apply to such selling member. 
Thus, for example, subparagraph < 1) (ill) 
of this paragraph shall not apply in a 
case where P sells an asset to 8, a wholly- 
owned subsidiary of P. in a deferred 
intercompany transaction and subse¬ 
quently all of the assets of S are dis¬ 
tributed to P in complete liquidation of 
8. Moreover, if P also owned T and, 
after the liquidation of S. P sold T, 
subparagraph (1)011) of this paragraph 
would not apply even though P ceases 
to be a member of the group. 

(g) Holding period. In determining 
the period for which a purchasing mem¬ 


ber has held property acquired in a de¬ 
ferred intercompany transaction, the 
period such property was held by the 
selling member shall not be included. 

(h) Examples . This section may be 
illustrated by the following examples: 

Example (I). (1) Corporation* P and 8 

file consolidated returns on a calendar year 
basis. On January 10. 1088. 3 aeUa land, 
which it haa used in it* trade or butinra. to 
P for $100,000. Immediately before the tale 
the bosls of the land in 8’s hands la $00,000. 

P holds the land primarily for sale to cus¬ 
tomers in the ordinary course of It* trade or 
business. On July 12, 1267. P sells the land 
to A. an individual. 

(U) The sale by S to P Is a deferred 
Intercompany transaction; 8 defers its $40.- 
000 gain on the land ($100,000 less $80,000). 
which is gsin from the sale of property 
described in section 1231. As of July 11, 
1287. 8 takes the $40,000 deferred gain Into 
account since on such date the property is 
disposed of outside the group. Such $40,000 
gain Is token Into account in determining 
the consolidated section 1231 net gain or km 
for 1987 under I 1.1502-23. 

Example (2). Corporations P and S file 
consolidated returns on a calendar year bwuui. 
On August 1. 1088. P transfers properly with 
a fair market value of 3100,000 and im ad¬ 
justed basis in its hands of $80,000 to S In 
exchange for stock and $10,000 cash. Under 
section 351(b). only $10,000 of the $30,000 
gain Is recognised by P. The transfer is a 
deferred Intercompany transaction; P defer* 
the $10,000 gain which it would otherwise 
recognize. 

Example (J). Corporations P and 8 (Us 
consolidated ret urns on a calendar year bast* 
and report income on the oash basis. On 
July I, 1988, 8 pays P $1,000 Iniem-t an a 
loon made In 1981. The payment of Interest 
Is an Intercompany transaction (other than 
a deferred Intercompany transaction ); 8 doe* 
not eliminate the $1,000 deduction for Inter¬ 
est and P does not eliminate the $1,000 Item 
of Interest Income. Thus, consolidat'd tax¬ 
able Income for 1968 reflects interest income 
of $1,000 and a corresponding deduction for 
interest of $1,000. 

Example (4 ). (I) Corporation* P, 8. and 

T file consolidated returns on a calendar 
year basis. On January 1, 1988. 8. which U 
In the business of manufacturing machinery, 
sells a machine to P for $1,000. The cost af 
the machine la $800. P uses the machine in 
its trade or business and depredates It on the 
straight-line method over an es tima ted use¬ 
ful life of 10 years. Salvage value of $200 
la taken Into account. Thus. Its annual de¬ 
preciation deduction with respect to the ma¬ 
chine Is $80 ($800 ($1,000 len $200 salvage) 
divided by 10). On January 1. 19C9. P wlx* 
the machine to A. an individual. 

(U) The sale by 8 to P is a deferred Inter¬ 
company transaction; 8 defers Its $200 Ridn 
on the machine ($1,000 lees $800). which l* 
characterized as ordinary Income Por eacn 
of Uie 3 taxable years (1968. 1987. and 
prior to the solo to A. S takas Into account 
$20 of Its deferred gain, computed as follow*. 


$80 depredation deduction 

$200 deferred gain X p~mhjMt to depreciation 


Such $20 gain retains It* character as ordi¬ 
nary Income. 

(Ill) As of January 1. 1989. S takes the $140 
remaining balance of the deferred gain ($200 
leas $80) into account since on such date the 
machine Is disposed of outside the group. 
8 uch $140 gain retains its character as ordi¬ 
nary Income. 

Example (5). (i) The facts are the same 

as in example (4) except that beginning with 
1968 P and 8 file separate returns. 


(II) Auumlng that P. 8. and T filed »co« 

aolldatrd return for 1965. tto#J u .. 
same u In example (4). ,.m 

of the year, 1966. 1067. and 1968 8 taknjnto 
account 820 of 1U deferred gain 
January 1. 1969. 8 take* the remaining »» 
(8200 len 860) Into account. 

(III) Anumlng that P. 8. and T filed 
rate return, for 1985. ae of guam*.* 9 * 
S takes the 8160 remaining balance of “ 
deferred gain (8200 len 840) Into account 
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•luc« P filed u separate return for 1968 and 
ibr uroup had filed consolidated returns for 
only 2 consecutive year* preceding 1968, 
Example (6). (1) The fact* ore the same 

U tr example (4) except that on January 1, 
1969 P sells the machine to T far 6660 In a 
transaction In which gain would otherwise 
be n cognised. T uses the machine to its 
track or business and depreciates It on the 
straight-line method over on estimated use¬ 
ful life of 10 years. No salvage value is taken 
Into account. Thus, T*s annual depreciation 
deduction with respect to the machine is 
PS6 < fflflO divided by 10). 


(II) The sale by 8 to P Is a deferred inter¬ 
company transaction; 8 defers its $200 gain 
on the machine ($1,000 less $800). which Is 
characterised os ordinary Income PVir ouch 
of the 3 years (1966, 1967, and 1968) prior to 
the sale to T, 8 takes Into account $20 of Its 
deferred gain. 

(III) The sale by P to T Is also a deferred 
Intercompany transaction; P defers it* $100 
loss on the machine (adjusted basis of $760 
($1,000 less $240 total depreciation) less 
$660). 

<!v) For 1069 8 takes Into account $14 of 
it* deferred gain, computed as follows: 


$140 remaining balance or deferred gain X depreciation deduction 

$660 basis to T subject to depreciation 

i \ i For 1969 P takes Into account $10 of Its deferred loss, computed as follows: 


$100 deferred loss x 


$66 depreciation deduction 

$660 basis to T subject to depreelstlon 


ixnmple (7). (1) Corporations P and 8 

file consolidated returns on a calendar year 
basin. On May 3. 1966. 8 sella a machine 
with rvn adjusted basis of $50 to P for $100 
In a t r mioction in which gain would other¬ 
wise be recognized. 6 used the machine in 
Us trade or business. For purposes of de¬ 
preciation, P places the machine which ha* 
an estimated useful life of 3 years in an av¬ 
erage life multiple asset account which U 
depreciated on the strolght-llne method at 


a rate of 20 percent. Under P‘s consistent 
depreciation practice U take* a full year's 
depreciation on all purchases made In the 
first half of its taxable year. 

(11) The sale by s to P Is a deferred inter¬ 
company transaction; 8 defers Its $50 gain 
on the machine ($100 lets $50). For each of 
the taxable years 1966. 1967. 1968. 1960. and 
1970 8 takes Into account $10 of Its deferred 
gain, computed as follows: 


$50 deferred gain X 


$20 depreciation deduction 
$lbbb*als to P subject to deprecUEon 


8ueh $10 Is characterised as gain from the 
sale or exchange of property which Is neither 
a capital asset uor property described In 
section 1231. notwithstanding the character 
of the $50 gain determined at the time of 
the sole. 

Example (8). The facts are the same os 
In exmnptc (7) and In addition during 1969 
the mnchlne In disposed of outside the group. 
Such disposal Is treated as a normal retire¬ 
ment (as defined In paragraph (b) of 
11.167(a)-*). The result Is the same as in 


example (7). Thus, 8 takes into account 
$10 for each of the years 1966. 1967. 1968. 
1969. and 1970 even though the property 
was disposed of in 1969. 

Example (9). (I) The facts are the same 

as In example (?) except that the multiple 
asset account Is depreciated over a 5-year 
average useful life on the double declining 
balance method. 

(II) For 1966 S takes Into account $20 of 
IU deferred gain, oomputed as follows: 


^ ($100 X 40%) depreciation deduction 

•SO deferred pun x >f o,n»a. fa » 


*** 1961 « takes into account $12 of its deferred gain, computed aa follows: 

$50 deferred gainX <$l0 ° lcs * M0) X40% ) de preciation deduction 

$100 basis to P subject to depreciation * 


Example (JO). (1) P Corporation and 
Corporation, its wholly-owned subsidiary 
me consolidated returns on a calendar yea 
“J** On January 10. 1966. 8 sells lane 
with a basis of $80,000. to P for $100.00< 
a* of the close of business on June 10. 196£ 
p seiljj 25 percent of the outstanding stool 
S to A, an Individual. 

(11) The sale by 8 to P Is a deferred inter 
company transaction; 8 defers Its $40.00 
f*in on the land ($100,000 less $60,000) 
A* "f June 10. 19*9. Q take* the $40,000 gall 
mto account for I960 since it ceases to b 
member of the group ss of the close o 

on *u C h date 

(l * Corporations P and I 
mums on a calendar yea 
tim , ° U v.f anuar y l5 ’ p An obliga 
mb in ln with a basis o 

2c ***** • *> 8 f°r 460 At the Urn, 

mpnf “ 5irJ£ c t,<?btor °wns 3 annual Install 
pftyablc on July 1 

paicl timely. 

cJlLl? 4leb y pt08, »» deferred inter 
oompany traawcttOtt; P defers its $12 gaii 

iu* r bl, * aUon (WO 448). 

im p 11,6 ***** ,&67 ‘ 

rsm lnto Account $4 of Its deferrec 

computed ss follows: 


$12 deferred gain X 

$20 portion satisfied 
$60 ciggregate unpaid portions 

Example (it). (1) CorpomUons P and 8 

file consolidated returns on a calendar year 
basis. On January 2. 1966, 8. a manufac¬ 
turer, sella a machine to P. a distributor, for 
$2,000 The machine cost 8 $1,200. On 
February 1. I960. P sells the machine to A. 
an individual, for $3,200 and, under section 
463. reporta lu Income thereon on the In¬ 
stallment plan. A mokes monthly payments 
of $110 starting with March 1966. 

(U) The sale by 8 to P is a deferred Inter¬ 
company transaction; 8 defers its $800 gain 
($2,000 leas $1,200). 

(Ul) For 1966 8 takes Into account $400 
of IU deferred gain, computed os follows: 

$800 deferred gain X 

$ 1. 100 Inst allment payments received 
$2,200 total oontract~price 

Example (IS). Corporations P and S file 
consolidated returns on a calendar your basis 
for 1966 and 1967. 8 reports Income on the 
accrual method while P reports Income on 
the cash method. On December 31, 1966, S 
would properly accrue Interest of $1,000 


which Is payable to P. Ou February 1. 1967. 
8 pays P the $1,000. Both the deduction and 
the item of Income are token Into account for 
1967. tho later year. Thus. S takes the $1,000 
interest deduction Into aoeount for 1967. 
which 1* the year P also takes the $1,000 item 
of Interest Income Into account. Consoli¬ 
dated taxable Income for 1907 reflects both 
Interest Income of $1,000 and a correspond¬ 
ing deduction for Interest of $1,000. 

Example (14). The facta are the same as 
ln example (18) except that for 1967 8 and 
P file separate returns. The result Is the 
same as in example (13), 

Example (JS). (1) The facts arc the sAtne 

as In example (13) except that for i960 P 
and S file eepnrato returns. 

(11) For 1966 8 takes Into account the 
$1,000 deduction for Interest; for 1967 P 
takes Into account the $1,000 item of inter¬ 
est Income. 

Example (16). Corporations P and 8 file 
consolidated returns on a calendar year basis. 
On January 10, 1968. P cells an Issue of it* 
$100 par value bonds. 8 purchases a bond 
from P for $110. 8 does not elect under sec¬ 
tion 171 to amortize the $10 premium P 
may not take the $10 premium into account 
as Income until It redeems the bond since s 
cannot properly take a deduction for the 
$10 premium until the bond Is redeemed. 

Example (17). (1) Corporations P. 8, and 

M file consolidated returns on a calendar 
year basts. On November 20. 1962. 8 sold 
land, with a basis of $60,000, to P for $100,- 
000. Under paragraph (b) (1) of | 11502-31A 
the $40,000 gain was eliminated. Thus. 8 
did not take Into account such $40,000 gain 
tor 1962 and P's basis ln the land Is only $60.- 
000 On February 10. 1966, P sells the land 
to A. an Individual, for $104,000 

(II) P takes the entire $44,000 gain ($104.- 
000 less $60,000) on the land Into account for 
1966 since the deferral rules provided In para¬ 
graph (c) of this section, as well as the cor¬ 
responding boils rules provided in paragraph 
(a) of f 1 1503-31, were not effective with 
respect to the sale of such land 

(III) If, on February 10. 1066. P had sold 
the land to M for $104,000. P would defer its 
$44,000 gain on the land since the sale by 
P to M would be a deterred Intercompany 
transaction. 

Example (18). (1) Corporations P and 8 

flic separate returns on a calendar year basis 
for 1966 and file consolidated income tax 
returns on a calendar year basis beginning 
with 1967. On January 2. 1966. S. a dealer In 
machinery, sells a machine to P for $2,000 
and. under section 453. reports the income 
thereon on the Installment plan. The ma¬ 
chine cost 8 $1,200. P makes monthly pay¬ 
ments of $100 starting with January 1966. 

(11) The sale by S to P Is not sn Intercom¬ 
pany transaction since the sale did not oc¬ 
cur during a consolidated return year. There¬ 
fore. 8 takes Into account the gross profit 
on each of the 20 monthly payments under 
section 453. 

§ 1.1502—14 Amounts received with rc- 
vpert to stock* bonds, or other obliga¬ 
tions of a member of the group. 

(a> Intercompany distributions with 
respect to stock—(l) Dividends. <i> 
Dividend distributions from one mem¬ 
ber of the group to another member of 
the group during a consolidated return 
year shall be eliminated. For purposes 
of this subparagraph, the term “divi¬ 
dend ‘ means any amount treated as a 
dividend for purposes of the dividends 
received deduction provided In section 
243. 

<U> If a corporation organized under 
the laws of a contiguous foreign country 
is treated as a domestic corporation pur¬ 
suant to section 1504(d), there shall be 
eliminated only those distributions which 
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are out of the earnings and profits at¬ 
tributable to years for which such cor¬ 
poration Is so treated. 

i2> Section 301 distributions out of 
other than earnings end profits. (!) In 
the case of a distribution (from one 
member of the group to another member 
of the group during a consolidated re¬ 
turn year) to which section 301 applies 
and which is not a dividend— 

(a) First, any portion of the distribu¬ 
tion which Is In cash (including any 
cancellation of indebtedness) shall, pur¬ 
suant to section 301(c)(2). be applied 
against and reduce the adjusted basis 
(after taking Into account any adjust¬ 
ment determined under paragraph (a) 
of fi 1.1502-32) of the stock of the dis¬ 
tributing corporation held by the dis¬ 
tributee. If such portion exceeds the 
adjusted basis of such stock, the excess 
shall be applied against and reduce the 
adjusted basis of bonds and other obliga¬ 
tions (on a pro rata basis) of the dis¬ 
tributing corporation held by the dis¬ 
tributee. If the distribution Includes 
cash In an amount in excess of the ad¬ 
justed bases of all stock, bonds, and 
other obligations of the distributing cor¬ 
poration held by the distributee, such 
excess shall, to the extent provided in 
section 301(c)(3). be treated as gain 
from the sale or exchange of property; 
and 

(b) Second, any portion of the distri¬ 
bution which is In property (other than 
cosh) shall be applied In the manner 
provided In (a) to the remaining bases of 
such stock and obligations. If such 
distribution exceeds the remaining basts, 
no gain shall be recognized. However, 
see paragraph (b) (2) of ft 1.1502—31 for 
the basis of such property. 

<il> This subparagraph may be Illus¬ 
trated by the following examples: 

Example (I), (i) Corporation P and 1U 

wholly-owned subsidiary. corporation S, are 
mcmbcrti of a group filing consolidated re¬ 
turns on a calendar year basic. On July 1, 
1060. S distributed to P with respect to Uc 
stock a parcel of land with an adjusted basic 
to 6 of $5,000. and a fair market vaiue of 
$0,000. No part of the distribution consti¬ 
tuted a dividend ac defined in section 310. 
On July 1. 1066. P had an adjusted basic of 
$9,000 (taking into account any adjustment 
determined under paragraph (a) of I 1.1502- 
32) In the stock of 8. and held a bond of 8 
with an adjusted basis of $1,000. 

(U) Of the $5,000 amount distributed to P 
(determined under section 301(b)(1)(B)), 
$3,000 Is applied against and reduces the ad¬ 
justed basis of the stock to zero. An addi¬ 
tional $1,000 Is appUed against and reduces 
the adjusted basis of the bond to aero. No 
gain Is recognised to P on account of such 
distribution. 

(Ill) P’s basis In the land I* $4,000, deter¬ 
mined. In accordance with paragraph (b)(2) 
of f 1.1502-91. as follows: 

Basis computed under section 

301(d) --$5,000 

Leas: The excees of the amount dis¬ 
tributed other than In cash 
($5,000) over the portion of such 
amount applied against basis 
($ 4 . 000 )-- 1.000 


Total----4.000 


Example (2). Assume the same facts as In 
example (1). and that $5,000 in cash is dis¬ 
tributed together with the parcel of land. 


The $10,000 amount distributed is treated ns 
follows: 

(I) Cash In the amount of $3,000 Is applied 
against and reduces the adjusted basis of the 
stock to aero, and cash In the amount of 
$1,000 is applied against and reduces the 
adjusted basis of the bond to aero: 

(II) The $1,000 cash distribution in excess 
of the adjusted bases of the stock and bond 
Is treated as gain from the sale or exchange 
of property; 

(III) Pursuant to paragraph (b)(2) of 
I 1.1502-31. P has an adjusted boats of zero 
In the parcel of land. 

(b) Intercompany distributions in 
cancellation or redemption of all or part 
of the stock of the distributing corpora- 
tion —(1) General rule. Except afi pro¬ 
vided In subparagraph (2) of this para¬ 
graph. no gain or loss shall be recognized 
on the receipt, during a consolidated re¬ 
turn year, by one member of the group of 
property (including cash) distributed In 
cancellation or redemption of all or a 
part of the stock of another member of 
the group. 

(2) Cash in excess of basis. If a dis¬ 
tribution described In subparagraph (1) 
of this paragraph does not fall within 
section 332 (relating to complete liquida¬ 
tions of subsidiaries) and Includes cash 
In an amount In excess of the sum of the 
adjusted basis (determined Immediately 
before such distribution after taking into 
account any adjustment determined un¬ 
der paragraph (a) of 1 1.1502-32) of all 
the stock, bonds, and other obligations, 
of the distributing corporation held by 
the distributee and any liabilities as¬ 
sumed by the distributee or to which the 
property received is subject, gain shall be 
recognized to the extent of such excess. 

(3) Definition of distributions in can¬ 
cellation or redemption. For purposes 
of this paragraph, a distribution is in 
cancellation or redemption of all or a 
part of stock only If— 

(I) It is In complete liquidation of the 
distributing corporation, 

(II) It is in partial liquidation of the 
distributing corporation within the 
meaning of section 346, and such cor¬ 
poration remains a member of the group 
Immediately after the distribution, or 

(ill) It Is a distribution in redemption 
of the stock of the distributing corpora¬ 
tion to which section 302(a) applies, and 
such corporation remains a member of 
the group immediately after the distri¬ 
bution. 

<c) Treatment of distributing corpora- 
tion —(i) Deferral of gain in other tfian 
a complete liquidation. Except as pro¬ 
vided in subparagraph (2) of this para¬ 
graph. to the extent gain or loss would 
otherwise be recognized to the distribut¬ 
ing corporation on a distribution de¬ 
scribed in paragraph (a) or (b) of this 
section (including any amount which 
would be treated as gain under section 
311. 336, 341(f)(2). 1245(a)(1). or 

1250(a)(1)). such gain or loss shall be 
deferred by the distributing corporation. 
Such deferred gain or loss shall be taken 
into account by the distributing corpora¬ 
tion at the time and in the manner speci¬ 
fied In paragraphs (d), <e), and (f) of 
I 1.1502-13, as if such distributing cor¬ 
poration were a ’‘selling member” and 
the distributee were a ' purchasing mem¬ 
ber”. 


(2) Complete liquidations. Gain or 
loss shall be recognized to the distrib¬ 
uting corporation on a complete liquida¬ 
tion. during a consolidated return year, 
of one member of the group into another 
member of the group. In the same manner 
and to the same extent as if separate 
returns were filed. 

<d) Bad debts and gains and losses 
with respect to obligations of members 
of the group —(1) Deferral of deduction , 
gain, or loss. To the extent a deduction 
would otherwise be allowable, or gain 
or loss would othcrw'ise be recognized, 
under the Code to a member of the 
group (hereinafter referred to as the 
’’creditor member”) during a consoli¬ 
dated return year, on account of— 

Cl) The worthlessness -(in whole or in 
part) of any obligation (whether or not 
evidenced by a security) of another 
member of the group, or 

(11) An Intercompany sale or exchange 
(Including redemption or cancellation) 
of any obligation of another member of 
the group. 

such deduction, gain, or loss shall be 
deferred. Such deferred deduction, 
gain, or loss shall be taken Into account 
at the time and In the manner specified 
in subparagraphs (3) and <4) of this 
paragraph. See paragraph (a) of 
fi 1.1502-32 for rules providing for the 
reduction of basis of obligations tn 
transactions described in subdivisions 
(1) and (11) of this subparagraph. 

(2> Wash amount. For purposes of 
subparagraph (3) of this paragraph, the 
term ’ wash amount” with respect to an 
obligation of a member of the group 
means, as of any particular time, the 
lesser of— 

(1) The sum of— 

(a) Any gains deferred pursuant to 
subparagraph (1) of this paragraph 
(and not previously restored under sub¬ 
paragraphs (3> and (4) of this para¬ 
graph) with respect to such obligation; 

(b) Any gains recognized by members 
of the group with respect to such 
obligation; 

(c) Any losses of the group In trans¬ 
actions with nonmembers with respect 
to such obligation; 

(«f) Any amortization of bond pre¬ 
mium with respect to such obligation by 
the Issuing corporation while such obli¬ 
gation Is held by nonmembers; and 

<e> Any cancellation of lndebtednw 
income of the Issuing corporation with 
respect to such obligation: or 

(ID The sum of— 

(a) Any losses or deductions deferred 
pursuant to subparagraph (l) of this 
paragraph (and not previously restored 
under subparagraphs (3) and (4) of tills 
paragraph) with respect to such obliga¬ 
tion: 

( b ) Any losses or deductions recog¬ 
nized by members of the group with re¬ 
spect to such obligation; 

(c> Any gains of the group In trans¬ 
actions with nonmembers with respet f 
to such obligations; and 

(d) Any amortization of bond dis¬ 
count with respect to such obligation by 
the issuing corporation while such obli¬ 
gation Is held by nonmembers. 
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For purposes of this subparagraph, a 
gain or loss of the group in transactions 
with nonmembers with respect to an 
obligation shall be determined by com¬ 
paring the amount paid to a member for 
such obligation by any nonmember with 
the amount received by any nonmember 
o 5 i the subsequent sale to a member. 
Thus, for example, if corporation S issues 
a bond to a nonmember for $100 and if 
P. the common parent of 8. purchases 
the bond subsequently from a nonmem¬ 
ber for $95. the group has a $5 gain with 
nonmembers. 

<3» Restoration of deferred deduction. 
(win or loss to the extent of a wash. 
The deferred gains described in subpara¬ 
graph (2X1) (a) of this paragraph shall 
be taken into account to the extent and 
at the time that the wash amount (as 
defined in subparagraph (2) of this para¬ 
graph) exceeds the sum of the amounts 
determined under subparagraph (2X1) 
( b ), ( c ), «f>. and (c). The deferred 
losses described In subparagraph (2) (U) 
(a) of this paragraph shall be taken into 
account to the extent and at the time 
that the wash amount exceeds the sum 
of the amounts determined under sub¬ 
paragraph (2X11) (b), <c). and (d). It 
there is more than one deferred gain (or 
deferred loss or deduction) with respect 
to an obligation and only part of the 
aggregate of such deferred gains (or 
such deferred losses or deductions) arc 
token into account at a particular time 
under this subparagraph, then the 
amount of each such gain (or each such 
loss or deduction) which is taken into 
account at such time shall be an amount 
equal to each such gain Cbr loss or deduc¬ 
tion ‘ multiplied by a fraction, the nu¬ 
merator of which la the amount of gains 
(or losses or deductions) which arc so 
taken Into account, and the denominator 
of which is all such gains (or all such 
losses or deductions). 

(4) Restoration of deferred deduc¬ 
tion, oain . or loss on dispositions , etc , 
The remaining portion of any deferred 
deduction, gain, or loss (after taking into 
account any prior restoration under sub- 
l»ragraph (3) of this paragraph) with 
respect to an obligation shall be taken 
into account on the earliest of the fol¬ 
lowing dates: 

<l) The date on which the obligation 
“ deposed of outside the group; 

<il> Immediately preceding the time 
when the debtor member ceases to be a 
member of the group; 

respect to the gains, losses, 
deductions of a creditor member 
immediately preceding the date on which 
it ceases to be a member of the group 
** provWed * n subparagraph (5> 
oi this paragraph); or 

< lvi The date on which the stock of 
, r member becomes wholly 

worthless within the meaning of section 

»051 g I. 


Int }eritance of deferred, deduction. 
’■ or l0 **- Subparagraph <4) (ill) of 
not app,y toacasc 
,5 re r 1 * creditor member ceases to be 

m. r!!!i ber .? f group by reason of lte 
liquidation Into another mem- 

memhL 11 *, R ™ up - 111 su ch case the 
errnt+Jt erou P acquiring the 
• •*" 1 Portion of the assets of the 


creditor member (as compared with 
other members of the group) shall be 
subject to the provisions of subpara¬ 
graphs (3> and (4) of this paragraph 
with respect to the remaining deferred 
deduction, gain, or loss. If two or more 
members acquire the same portion 
(which Is greater than that acquired by 
any other member). the common parent 
must select which such member shall 
be subject to the provisions of subpara¬ 
graphs (3> and (4) of this paragraph. 

§ 1.1.VI2-15 1-imitJtiion* on certain de¬ 
duction*. 

<a» Limitation on built-in deduc¬ 
tions .—(l) General rule. Built-in de¬ 
ductions (as defined in subparagraph 
(2) of this paragraph) for a taxable year 
shall be subject to the limitation of para¬ 
graph (c) of 5 1.1502-21 (determined 
without regard to such deductions and 
without regard to net operating loss car¬ 
ryovers to such year) and the limitation 
of paragraph (c) of 5 1.1502-22 (deter¬ 
mined without regard to such deductions 
and without regard to capital loss carry¬ 
overs to such year). If as a result of 
applying such limitations, built-in de¬ 
ductions are not allowable in such con¬ 
solidated return year, such deductions 
shall be treated as a net operating loss 
or net capital loss (as the case may be) 
sustained in such year and shall be car¬ 
ried to those taxable years (consolidated 
or separate) to which a consolidated net 
operating loss or a consolidated net cap¬ 
ital loss could be carried under 
55 1.1502-21. 1.1502-22. and 1.1502-70. 
except that such losses shall be treated as 
losses subject to the limitations con¬ 
tained in paragraph (c) of 5 1.1502-21 or 
paragraph (c) of § 1.1502-22 (as the case 
may be). Thus, for example. If member 
X sells a capital asset during a consoli¬ 
dated return year at a $1,000 loss and 
such loss is treated as a built-in deduc¬ 
tion. then such loss shall be subject to 
the limitation contained In paragraph 
(c> of 5 1.1502-22, which, in general, 
would allow such loss to be offset only 
against X*s own net capital gain. As¬ 
suming X had no net capital gain re¬ 
flected in such year (after taking into 
account Its capital losses, other than 
capital loss carryovers and the built-in 
deduction), such $1,000 loss shall be 
treated as a net capital loss and shall be 
carried over for 5 years under 5 M502- 
22. subject to the limitation contained In 
paragraph (c) of f 1.1502-22 for con¬ 
solidated return years. 

(2) Built-in deductions. For pur¬ 
poses of this section, the term “built-in 
deductions'* for a consolidated return 
year means those deductions or losses of 
a corporation which, but for this sec¬ 
tion. would be recognized in such year, or 
which are recognized In a separate re¬ 
turn year and carried over in the form 
of a net operating or net capital loss to 
such year, but which are economically 
accrued in a separate return limitation 
year (as defined in paragraph (f> of 
5 1.1502-1). Such term does not Include 
operating deductions or losses incurred 
both economically and tax wise after af¬ 
filiation (but not In a separate return 
limitation year), including those in¬ 
curred in rehabilitating such corpora¬ 


tion. Thus, for example, assume P is 
the common parent of a group filing 
consolidated returns on the basis of a 
calendar year and that P purchases all 
of the stock of 8 on December 31. 1966 
Assume further that on December 31. 
1966. 8 owns ^ capital asset with an ad¬ 
justed basis of $100 and a fair market 
value of $50. If the group flics a con¬ 
solidated return in 1967 and 8 sells such 
asset for $30. $50 of the $70 loss shall 
be treated as a built-in deduction since 
it was economically accrued in a sepa¬ 
rate return limitation year. If S sold 
the asset for $80 (instead of $30), the 
$20 loss would be a built-in deduction 
On the other hand, if such asset were 
o depreciable asset and was not sold by 
8. depreciation deductions attributable 
to the $50 difference in basis and fair 
market value shall be treated as built- 
in deduction. 

(3) Exception. The provisions of this 
paragraph shall not apply to limit built- 
in deductions which would otherwise be 
recognized In a taxable year if— 

<i) The date on which the corporation 
with the built-in deductions became a 
member of the group occurred more than 
ten years before the first day of such 
taxable year, or 

<il) Immediately before the date the 
corporation became a member of the 
group the aggregate of the adjusted basis 
of all the assets (other than cash and 
goodwill) of such corporation did not 
exceed the fair market value of such 
assets by more than 15 percent. 

§ 1.1502—16 Min»* exploration expends 
lure*. 

(a) In general. IS the aggregate 
amount of the expenditures, to which 
section 615(a) applies, which are paid or 
incurred by the members of the gyoup 
during any consolidated return year ex¬ 
ceeds the lesser of— 

(1) $100,000, or 

(2) $400,000 minus all such expendi¬ 
tures deducted (or deferred) by corpora¬ 
tions which are members of the group 
during the taxable year (and individuals 
or corporations which have transferred 
any mineral property to any such mem¬ 
ber within the meaning of section 615 
(c)(2)(B)) for taxable years ending 
after December 31, 1950, and prior to the 
taxable year, 

then the deduction (or amount defer¬ 
rable) under section 615 and paragraph 
(c) of 5 1.1502-12 for each member shall 
be no greater than an allocable portion 
of such lesser amount (hereinafter re¬ 
ferred to as the “consolidated explora¬ 
tion limitation**). Such allocable por¬ 
tion shall be determined under para¬ 
graph (b) of this section. 

(b) Allocable portion of limitation. A 
member's allocable portion of the con¬ 
solidated exploration limitation for a 
consolidated return year shall be— 

(1) The amount allocated by the com¬ 
mon parent pursuant to a plan, but in 
no event shall a member be allocated 
more than the amount it could have de¬ 
ducted (or deferred) had it filed a sepa¬ 
rate return. Such allocation plan must 
be included in a statement which also 
contains the total exploration expendi¬ 
tures of each member for the taxable 
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year, and the expenditure* of each mem¬ 
ber which could have been deducted (or 
deferred) under section 615 If the mem¬ 
ber had filed a separate return. Such 
statement must be attached to a con¬ 
solidated return filed on or before the 
due date of such return (including ex¬ 
tensions of time)* and may not be 
changed after such date, or 

(2> If no statement is filed In accord¬ 
ance with subparagraph <1). then the 
portion of the consolidated exploration 
limitation allocable to each member in¬ 
curring such expenditures Is an amount 
equal to such limitation multiplied by a 
fraction, the numerator of which is the 
amount which could have been deducted 
(or deferred) under section 615 by such 
member had it filed a separate return 
and the denominator of which Is the ag¬ 
gregate of such amounts for all members 
of the group. 

<c) Example*. The provisions of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (1). Corporation X and it* 
wholly-owned *ubsldlarte*. corporation* Y 
and Z, filed a consolidated return for the 
calendar year 1*66. Hone of the corpora¬ 
tions hare Incurred exploration expenditure* 
described In section 616 In prertoua year* 
During 1066. X incurred exploration expendi¬ 
ture* of $30,000. Y of $20,000 and Z of $40,000. 
The amount deductible (or deferrable) un¬ 
der aection 616 for purpose* of oompuUng 
separate taxable income under f 1.1502-12 
will be the amount actually expended by 
each corporation^ 

Example (2). Assume the same facta as 
in example (1) except that during 1*66 X 
incurred exploration expenditure* of $26,000. 
Y of $75,000 and Z of $125,000. The consoli¬ 
dated exploration limitation under paragraph 

(a) of this section la $100,000 since the ag¬ 
gregate amount* Incurred by the members 
of the group exceed $100,000 and such 
amount U less than the limitation described 
In paragraph (a)(2) of this section ($400,- 
000). X may allocate the $100,000 In any 
manner among the three members, except 
that X may not be allocated more than 
$26,000 nor Y more than $75,000. the amounts 
actually expended by X and Y and which 
they could have deducted (or deferred) had 
they filed a separate return. If the alloca¬ 
tion 1* not made In accordance with para¬ 
graph (b)(i) of this section, the $100,000 
limitation will be allocated under paragraph 

(b) (2) as follows: 


E/pmdt- Frac- LhnttO- 


AU*e+ 

M p p i ■ 

Cooperation iwrt tkm fie* Portion 
JO, 000 

X . . *3,000 -Xlton. 000-412. KO 

200.000 

• 74,000 

Y._ .. 17* 000 -X4HJ*000-437,WO 

200,000 


. 413*000 


10*000 


30*000 


■XllO* 000-45*000 


The (lenomlnelcr of 4200,000 w«# calruIaKxl m faOowi: 

X-43* 000 
Y—47*000 

Z- flOft, ono Cinsilmum amount allowed If ttkd sp- g 1.1502-18 Inventory adjustments. 


expenditure* may b* deducted (or deferred) 
under section 615 since the consolidated ex¬ 
ploration limitation is zero. The limitation 
1 * zero since the aggregate amount of pre¬ 
viously deducted (or deferred) exploration 
expenditure* by the members of the group ex¬ 
ceeds $400,000. (The total of such expendi¬ 
ture* la $410,000. of which $310,000 Is attrib¬ 
utable to T and. assuming the allocation of 
the limitation in example (2) Is made under 
paragraph (b)(2) of this section, of which 
$12,500 1* attributable to X. $37,500 to Y, and 
$50,000 to Z.) 

Example (4). Assume the same facts as 
In example (3) except that on December 31, 
1*66, X sold all of the Block of Z to an un¬ 
related party. The consolidated exploration 
limitation for 1067 will be $40,000. computed 
by subtracting from $400,000 the aggregate 
amount of previously deducted (or deferred) 
exploration expenditures Incurred by the 
members of the group prior to 1*67. (The 
total of such expenditure* l* $360,000, of 
which $12,500 1* attributable to X, $37,500 to 
Y and $310,000 to T. Amounts previously 
deducted (or deferred) by Z are not taken 
Into account since it was not a member of 
the group at any time during 1067. 
Amounts previously deducted (or deferred) 
by Z shall be taken Into account by It for 
subsequent separate return yean.) 

§1*1502-17 Methods of accounting. 

(a) General rule. Except as provided 
In 1 1.1502-13, the method of accounting 
to be used by each member of the group 
shall be determined In accordance with 
the provisions of section 446 as If such 
member filed a separate return. 

(b) Adjustments required where meth~ 
od of accounting changed. In any case 
in which a member of a group changes 
its method of accounting for a con¬ 
solidated return year, the provisions 
of section 481(a) shall be applicable. If 
the requirements of section 481(b) are 
met because the adjustments under sec¬ 
tion 481(a) are substantial, the increase 
in tax for any prior year shall be com¬ 
puted upon the basis of a consolidated 
return or a separate return, whichever 
was filed for such prior year. 

(c) Example. The provisions of this 
section may be Illustrated by the follow¬ 
ing example: 

Example. X and It* wholly-owned sub¬ 
sidiary Y filed separate returns for their 
calendar year* ending December 31. 1*65. 
During calendar year 1*65, X employed on 
accrual method of accounting, established 
a reserve for bod debts, and elected under 
section 171 to amortize bond premium* with 
respect to 1U fully taxable bonds. During 
calendar year 1*05. Y employed the cash 
receipt* and disbursements method, used the 
specific charge-off method with respect to 
1U bod debts, and did not elect to amortize 
bond premiums under section 171 with re¬ 
spect to it* bonds. X and Y filed a consolt- 
datrd return for 1066. Vot 1*66 X and Y 
must continue to compute income under 
their respective method* of accounting (un¬ 
less a change In method under section 446 
is made) 


anilely) 


Total 4300.000 

example (3). Assume the *ame facts a* 
in example (2) and that on January 1. 1*67, 
X acquired all of the stock of corporation T 
which prior to its taxable year beginning 
January 1. 1*67. had previously deducted (or 
deferred) $310,000 of exploration expendi¬ 
tures. Assume further that In 1967 X in¬ 
curred $25,000 of exploration expenditure*. 
Y $50,000, T $50,000 and Z none. A consoli¬ 
dated return 1* filed for 1967. Hone of the 


(a> Definition of intercompany profit 
amount. For purposes of this section, 
the term ‘‘intercompany profit amount 1 ' 
for a taxable year means an amount 
equal to the profits of a corporation 
(other than those profits which such 
corporation has elected not to defer pur¬ 
suant to paragraph (c>(3> of 8 1.1502- 
13) arising in transactions with other 
members of the group with respect to 


goods which are. at the close of such cor¬ 
poration's taxable year. Included In the 
inventories of other members of the 
group. See paragraph (c)(2) of 
8 1.1502-13 with respect to the determi¬ 
nation of profits. See paragraph <f) 

(1) (i) of 8 1.1502-13 for rules for deter¬ 
mining which goods arc considered to be 
disposed of outside the group and there¬ 
fore not included In Inventories of other 
members. 

(b) Addition of initial inventory 
amount to taxable income. If a corpo¬ 
ration— 

(1) Is a member of a group filing a 
consolidated return for the taxable year. 

(2) Was a member of such group for 
its immediately preceding taxable year, 
and 

(3) Filed a separate return for fuch 
preceding year. 

then the intercompany profit amount 
of such corporation for such separate 
return year (hereinafter referred to as 
the “initial inventory amount”) shall be 
added to the income of such corporation 
for the consolidated return year (or 
years) in which the goods to which the 
Initial inventory amount is attributable 
are disposed of outside the group. Such 
amount shall be treated as gain from the 
sale or exchange of property which is 
neither a capital asset nor property de¬ 
scribed in section 1231. 

(c) Recovery of initial inventory 
amount— (1) Unrecovered initial inven¬ 
tory amount . The term "unrecovered 
inventory amount” for any consolidated 
return year means the lesser of— 

<i) The intercompany profit amount 
for such year, or 

(ii) The initial inventory amount. 
However, if a corporation ceases to be a 
member of the group during a consoli¬ 
dated return year. Its unrecovered initial 
inventory amount for such year shall be 
considered to be zero. 

(2) Recovery during consolidated re¬ 
turn years. (1) To the extent that the 
unrecovered initial inventory amount of 
a corporation for a consolidated return 
year Is less than such amount for its 
Immediately preceding year, such 
decrease shall be treated for such year by 
such corporation as a loss from the sale 
or exchange of property which 15 neither 
a capital asset nor property described in 
section 1231. 

(ii) To the extent that the un- 
rocovcred initial inventory' amount for a 
consolidated return year exceeds such 
amount for the preceding year, such In¬ 
crease shall bo treated as gain from die 
sale or exchange of property which w 
neither a capital asset nor property 
described in section 1231. 

(3> Recovery during first separc r 
return year . For the first separate re¬ 
turn year of a member following a con¬ 
solidated return year, the excess of-- 

(i) The unrecovered Initial Inventory 
amount for such consolidated return 
year, over 

(ii) The portion of the Initial Inven¬ 
tory amount which has not been added 
to Income pursuant to paragraph (b) oi 
this section. 

shall be treated as a loss from the sale 
or exchange of property which is neither 
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a capital asset nor property described In 

section 1231. 

<d) Example*. The provisions of 
paragraphs (a), (b), and (c) of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (/). Corporations P. S. and T 
report income on the basis of a calendar 
3 rear Such corporations Ale separate returns 
for 1065. P manufactures widgets which it 
sells to both 8 and T, who act as distrib¬ 
utors. The Inventories of 8 and T at the 
close of 1963 are comprised of widgets which 
they purchased from P and with respect to 
which P derived proflu of #5.000 and #8.000. 
respectively. In 1908. P, 8, and T Ole a 
coni-undated return. During I960, P sells 
Widgets to 8 and T with respect to which 
It derives profits of #7.000 and #10.000. 
respectively. The Inventories of 8 snd T 
u cr December 31. 1908. are comprised of 
midgeU on which P derived net proflu of 
M.000 and #8.000. respectively. Ps Initial 
Inventory amount U #18.000. P's Inter¬ 
company profit amount for 1988 (such 
•13 000 amount U the proflu of P with 
respect to goods sold to 8 and T and Included 
in thslr inventories st the close of 1988). 
Assuming that 8 and T Identify their goods 
on a first-In. first-out basis, the entire open¬ 
ing inventory amount of #13.000 Is added to 
P's Income for 1986 as gain from the sale 
or exchange of property which is neither a 
capital asset nor property described tn sec¬ 
tion 1231 tlnoe the goods to which the Initial 
Inventory amount Is Attributable were dis¬ 
posed of In 1988 outside the group. How¬ 
ever. since P's unrecovered Initial Inventory 
amount for 1986. #12.000 (the Intercompany 
profit amount for Use year, which Is less than 
the Initial Inventory amount). Is less than 
thr unrecovered Initial Inventory amount for 
1088. 113,000. this decrease of #2,000 is 
treated by P for 1988 ss a loss from the sale 
cr exchange of property which Is neither a 
capital asset nor property described in section 
1231. 

Example (2). Assume the same facU as 
In example (1) and that at the close of 1987. 
a consolidated return year, the Inventories 
of 8 and T are comprised of widgeu on which 
P derived proflu of #8.000 and #3.000. respec¬ 
tively. Since P's unrecovered Initial lnvcn- 

^Ll mo “ nt ,or *»•«»• »• u»«w 

#I2,qo 0. the un.recovered Initial Inventory 
“nQunl tor 1968. this decrease of #4.000 Is 
treated by P for 1007 ss s loss from the sale 
cr exchange of property which is neither a 

Uon i 23 i 5W,t DOr property In #ec- 

Crumple (2). Assume the same facU as 

^ and and lhjLl ln HHW. 
consolidated return year. P's Intercompany 

profit amount U #11.000. P will report #3 .000 

#11.000, P's unrecovered ini¬ 
tial inventory amount for 1988. over #8.000. 
iok 7 1R 7 C °^I!!? initial Inventory amount for 
:i®Z ) for m a gam from the sale or 
°I properly whlch I* neither a 
U*h *** propwty d «crlb<* in eec- 

Cj ample (4), Assume the same facU as 

ftnd <*> * nd “ 
nled **Paratc returns. P will 
1252 exce “ ot lu unbowed 

o- rr .»!? “ t ?T T amount tor *11.000, 

ot the initial Inventory 

not been added to income 
fronffh 9M ; ,9<n - * nd ,008 - “ro) a* a Ion 
t» neith«/T OT Property which 

ocrib*srt h ?I a a8 * ct nor property de¬ 
scribed in section 1231 . 7 

cnnOU?!?*? i 5) * Corporations P and 8 file a 
for the nm Ume lor the 

> hero *° 8. which sell, them 
tia,^ i^ m S b K Ut country. At the 
thH i. **' 8 haa on hand 20 machines 
«^h It purchased from P and »Uh « 

* to Which P derived proflu of #3,500. 


During 1988. P sella 6 machines to 8 on 
which It derives proflu of #1300, and 8 sells 
5 machines which It had on hand at the be¬ 
ginning of the year (S specifically Identifies 
the machines which it sells) and on which 
P bad derived profits of #000. P's Initial 
Inventory amount Is #3.500. of which #900 la 
added to P's Income in 1966 as gain from the 
sale or exchange of property which La neither 
a capital asset nor property described ln sec¬ 
tion 1231. since such #900 amount U at¬ 
tributable to goods disposed of In 1988 out¬ 
side the group, which goods were Included tn 
8 's Inventory at the close of 1988. If P and 
8 continue to file consolidated returns, the 
remaining #2,800 ot the Initial Inventory 
amount will be added to P's Income ss the 
machines on which such profits were derived 
are disposed of ouUlde the group. 

Example (6). Assume that In example 
(5) 8 had elected to inventory 1U goods 
under section 472 (relating to last-ln. first- 
out inventories). None ot P's Initial Inven¬ 
tory amount of #3.600 would be added to P's 
Income ln 1986. since none of the goods to 
which such amount is attributable would be 
considered to be disposed of during such 
year under the lost-ln. first-out method of 
identifying Inventories. 

(e) Section 381 transfer . If a member 
of the group I# a transferor or distributor 
of assets to another member of the group 
within the meaning of section 381(a). 
then the acquiring corporation shall be 
treated as succeeding to the initial In¬ 
ventory amount of the transferor or dis¬ 
tributor corporation to the extent that 
as of the date of distribution or transfer 
such amount has not yet been added to 
income. Such amount shall then be 
added to the acquiring corporation’s in¬ 
come under the provisions of paragraph 
(b) of this section. For purposes of ap¬ 
plying paragraph (c) of this section— 

(1) The initial inventory amount of 
the transferor or distributor corporation 
shall be added to such amount of the ac¬ 
quiring corporation as of the close of the 
acquiring corporation’s taxable year in 
which the date of distribution or trans¬ 
fer occurs, and 

<2) The unrecovered initial inventory 
amount of the transferor or distributor 
corporation for Its taxable year preced¬ 
ing the taxable year of the group in 
which the date of distribution or trans¬ 
fer occurs shall be added to such amount 
of the acquiring corporation. 

<f) Transitional rules —(i) In gen¬ 
eral. If— 

(1) A group hied a consolidated re¬ 
turn for the taxable year immediately 
preceding the first taxable year to which 
this section applies. 

<il) Any member of such group made 
an opening adjustment to its inventory 
pursuant to paragraph (b) of ft 1.1502- 
39A, and 

(ill) Paragraph (c) of * 1.1502-39A 
has not been applicable for any taxable 
year subsequent to the taxable year for 
which such adjustment was made. 

then such opening adjustment shall be 
taken into account at the time and in the 
manner prescribed ln subparagraphs (2) 
and (3) of this paragraph. 

(2) Closing adjustment to inven¬ 
tory. (i) The closing adjustment pre¬ 
scribed ln paragraph <c) of f 1.1502-39A 
shall be made for the first taxable year 
of a selling member to which this section 
applies as if such year were a separate 
return year, regardless of whether such 


year actually Is a consolidated return 
year. 

(ID If the first taxable year to which 
this section applies is a consolidated re¬ 
turn year, then for the first separate 
return year of such member to which 
this section applies, the adjustment pre¬ 
scribed In paragraph <c) of $ 1.1502-39A. 
minus the adjustment already made pur¬ 
suant to subdivision (!) of this subpara¬ 
graph. shall be made to the inventory of 
such member of the group. 

(3) Addition and recovery of initial 
inventory amount. If the first taxable 
year to which this section applies Is a 
consolidated return year, then a selling 
member shall treat, os an initial Inven¬ 
tory amount, its share of the net amount 
by which the inventories of all members 
of the group are increased pursuant to 
subparagraph (2) (!) of this paragraph. 
A member’s share shall be such net 
amount multiplied by a fraction, the nu¬ 
merator of which Is its initial inven¬ 
tory amount (computed under para¬ 
graph (b) as If such taxable year were 
its first consolidated return year), and 
the denominator of which is the sum of 
all such initial Inventory amounts of 
members of the group. Such initial in¬ 
ventory amount shall be added to the 
income of such selling member and shall 
be recovered at the Ume and in the man¬ 
ner prescribed ln paragraphs (b) and 
<c) of this section. 

(4) Example. The provisions of this 
paragraph may be illustrated by the fol¬ 
lowing example: 

Example. (I) Corporations P. 8. and T 
fils consolidated returns for calendar 1986. 
having filed consolidated returns continu¬ 
ously since 1063. P Is a wholesale distribu¬ 
tor of groceries selling to chains of super¬ 
markets. including those owned by 8 and 
T. The opening Inventories of 8 and T 
for 1982 were reduced by #40.000 and #80.000. 
respectively, pursuant to paragraph (b) of 
I X.1602-89A. At the close of 1985. 8 and T 
have on band In their inventories goods on 
which P derived proflu of #80,000 and #90.- 
000. respectively. The Inventories of S and 
T at the dose of 1988 Include goods which 
they purchased from P during the year on 
which P derived proflu of #88,000 and #105,- 
000 , respectively. 

(U) The opening inventories of 8 snd T 
for 1966. the first year to which this section 
applies, are increased by #40.000 and #80.000, 
respectively, pursuant to the provision# of 
subparagraph (2)(1) of this paragraph. 
P will take Into account (as provided In 
paragraphs (b) snd (c) of this section) an 
Initial inventory amount of #120.000 os of 
the beginning of 1988. the net amount by 
which the Inventories of 8 and T were In¬ 
creased in such year. 81nce the increases in 
the Inventories of 8 and T are the maximum 
allowable under paragraph (c) of | 1.1502- 
39A (U.. the amount by which such Inven¬ 
tories were originally decreased), no further 
adJuAtmcnU will bo made pursuant to sub¬ 
paragraph (2) (11) of this paragraph to such 
Inventories in the event that separate re¬ 
turns are subsequently filed. 

§ 1.1502—19 Adjustment* to income for 
excess losses of a subsidiary. 

tn) General rule. In the case of a 
disposition of a subsidiary (as defined in 
paragraph <b> of this section), there 
shall be Included In the income of each 
member of the group which owned stock 
(other tlmn nonvoting stock which is 
limited and preferred as to dividends) in 
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such subsidiary Immediately before such 
disposition Its share (as determined un¬ 
der paragraph (c) of this section) of the 
excess losses of such subsidiary (as de¬ 
termined under paragraph <d> of this 
section). Such Income shall be treated 
os gain from the sale or exchange of 
property which is neither a capital asset 
nor property described in section 1231. 

<b> Disposition . For purposes of this 
section, a disposition of a subsidiary 
occurs— 

(1) On the day such subsidiary ceases 
to be a member of the group (other than 
in a transfer or distribution to another 
member of the group to which section 
38Ka) applies). 

1 2) On the last day of the taxable year 
of such subsidiary in which Its stock be¬ 
comes wholly worthless (within the 
meaning of section 168(g)). or 

(3) On the day on which an indebted¬ 
ness of the subsidiary is discharged, if 
such discharge would have produced 
"cancellation of indebtedness*’ income I 
but for the insolvency of the subsidiary. 

(c) Member's share of excess losses of 
a subsidiary. A member’s share of the 
excess losses of a subsidiary shall be such 
excess losses multiplied by a fraction, the 
numerator of which is the adjusted basis 
(determined without regard to any basis 
adjustment under ft 1.1502-32 on account 
of the disposition) of the stock (other 
than non voting stock which is limited 
and preferred as to dividends) of the 
subsidiary owned by such member, and 
the denominator of which Is the ag¬ 
gregate of such adjusted bases of ail 
such stock of the subsidiary owned by all 
members of the group. However, with 
the consent of the Commissioner upon 
application of the common parent, a 
member's share may be determined 
under any other method which reason¬ 
ably allocates the excess losses. 

<d> Excess losses. The excess losses 
of a subsidiary arc the excess of— 

U> The basis adjustment (as deter¬ 
mined under paragraph (a)(1) of 
§ 1.1502-32) with respect to such subsid¬ 
iary determined as of the date of dis¬ 
position. over 

• 2) The sum of ti> the aggregate of 
the adjusted bases (determined with¬ 
out regard to any basis adjustment un¬ 
der 5 1.1502-32 on account of such dis¬ 
position) of all shares of stock and all 
obligations of the subsidiary owned by 
members o| the group immediately be¬ 
fore the disposition, plus <ii> any amount 
included in income of a member of the 
group under this section on a prior dis¬ 
position of such subsidiary, 

<e> Transitional rule. In no event 
shall the amount included in the income 
of a member of the group under para¬ 
graph (a) of tills section exceed the 
amount w*hich would be determined 
under such paragraph if the members 
of the group were formed immediately 
before the first day of the first taxable 
year to which this section applies, except 
that a loss sustained in a taxable year to 
which this section applies shall be taken 
into account to the extent that it is car¬ 
ried back and availed of in a taxable 
year to which this section does not ap¬ 
ply. Thus, for example, in determining 
such amount only losses sustained or ab¬ 


sorbed in. earnings and profits accumu¬ 
lated in, and distributions made in, tax¬ 
able years to w r hich this section applies 
shall be taken into account. For pur¬ 
poses of paragraph (d)(1) of this sec¬ 
tion. the adjustments determined under 
paragraph (a) <4) and (6) of ft 1.1502-32 
shall be those adjustments which would 
have been made if the members of the 
group had been formed immediately be¬ 
fore the first day of the first taxable 
year to which this section applies. For 
purposes of paragraph (d><3> of this 
section, only the adjusted bases attrib¬ 
utable to investments in such subsidiary 
made in taxable years to which this sec¬ 
tion applies shall be taken into account. 

§ 1.1502-20 (Reserved] 

Computation or Consolidated Items 

§ 1.1502—21 Consolidated net operating 
Iom deduction. 

(a) In general. The consolidated net 
operating loss deduction shall be an 
amount equal to the aggregate of the 
consolidated net operating loss carry¬ 
overs and carrybacks to the taxable year 
(as determined under paragraph <b> of 
this section). 

<b> Consolidated net operating loss 
carryovers and carrybacks —(1) In pen- 
era!. The consolidated net operating 
loss carryovers and carrybacks to the 
taxable year shall consist of any consoli¬ 
dated net operating losses (as determined 
under paragraph (f) of this section) of 
the group, plus any net operating losses 
sustained by members of the group in 
separate return years, which may be car¬ 
ried over or back to the taxable year 
under the principles of section 172(b). 
However, such consolidated carryovers 
and carrybacks shall not include any 
consolidated net operating loss appor¬ 
tioned to a corporation for a separate 
return year pursuant to paragraph (a) 
of 5 1.1502-79. and shall be subject to the 
limitations contained in paragraphs (c). 
(d). and (e) of this section and to the 
limitation contained in fi 1.1502-15. 

(2) Rules for applying section 172(b) 
(1 )—(i) Regulated transportation cor- 
porations. For purposes of applying sec¬ 
tion 172(b)(1)(C) (relating to net op¬ 
erating losses sustained by regulated 
transportation corporations), in the case 
of a consolidated net operating loss sus¬ 
tained in a taxable year for which a 
member of the group was a regulated 
transportation corporation (as defined in 
section 172(J> (1)), the portion, if any. 
of such consolidated net operating loss 
which is attributable to such corporation 
(as determined under paragraph (a)(4) 
of 5 1.1502-79) shall be a carryover to the 
sixth taxable year following the loss year 
only If such corporation is a regulated 
transportation corporation for such sixth 
year, and shall be a carryover to the 
seventh taxable year following the loss 
year only If such corporation is a regu¬ 
lated transportation corporation for both 
such sixth and seventh years. 

(11) Trade expansion losses. In the 
case of a carryback of a consolidated net 
operating loss from a taxable year for 
which a member of the group has been 
issued a certification under section 317 
of the Trade Expansion Act of 1962 and 


with respect to which the requirements 
of section 172(b)(3)(A) have been met, 
section 172(b) (1) (A) til) shall apply only 
to the portion of such consolidated net 
operating loss attributable to such mem¬ 
ber. 

till) Foreign expropriation losses. An 
election under section 172(b) (3) (C) (re¬ 
lating to 10-year carryover of portion of 
net operating loss attributable to a for¬ 
eign expropriation loss) may be made 
for a consolidated return year only IX 
the sum of the foreign expropriation 
losses (as defined in section 172<k>) of 
the members of the group for such year 
equals or exceeds 50 percent of the con¬ 
solidated net operating loss for such 
year. If such election is made, the 
amount which may be carried over under 
section 172(b)(1)(D) is the smaller of 
(a) the sum of such foreign expropria¬ 
tion losses, or <b) the consolidated net 
operating loss. 

(3) Absorption rules . For purposes 
of determining the amount, if any. of a 
net operating loss (whether eonsolldated 
or separate) which can be carried to a 
taxable year (consolidated or separate), 
the amount of such net operating loss 
which is absorbed ir. a prior consolidated 
return year under section 172(b) (2) shall 
be determined by— 

(i> Applying all net operating losses 
which can be carried to such prior year 
in the order of the taxable years in which 
such losses were sustained, beginning 
with the taxable year which ends earn¬ 
est. and 

til) Applying all such losses which can 

be carried to such prior year from tax¬ 
able years ending on the same date on 
a pro rata basis, except that any portion 
of a net operating loss attributable to a 
foreign expropriation loss to which sec¬ 
tion 172(b)(1)(D) applies shall be ap¬ 
plied last. 

<c) Limitation on net operating lost 
carryovers and carrybacks from separate 
return years—(1) General rule. In the 
case of a net operating loss of a mcmb»* 
of the group arising in a separate return 
limitation year (as defined in paragraph 
(f> of ft 1.1502-1) of such member (and 
in a separate return limitation year of 
any predecessor of such member), the 
amount which may be included under 
paragraph (b) of this section (computed 
without regard to the limitation con¬ 
tained in paragraph (d > of this section 
in the consolidated net operating low 
carryovers and carrybacks to a consoli¬ 
dated return year of the group shall not 
exceed the amount determined under 
subparagraph (2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to In subparagraph (i» 
of this paragraph with respect to a 
member of the group is the excess, u an>. 

° f (i) Consolidated taxable income 
(computed without regard to thecomwu- 
dated net operating loss deducUon . 
minus such consolidated taxable , In come 
recomputed by excluding the 0 

income and deduction of such member. 

over „ 

(ii) The net operating losses attri - 

utablc to such member which L 

carried to the consolidated return yea 
arising in taxable years ending pnor 
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the particular separate return limitation 

year. 

(3) Example*. The provisions of this 
paragraph and paragraphs (a) and (b) 
of this section may be illustrated by the 
following examples: 


Example </). (1) Corporation P formed 

corporation* 8 and T on January 1. IMS. 
p, e, and T filed separate returns for the 
calendar year 1966, a year for which an elec¬ 
tion under section 1562 wo* effective. Ta 
return for that year reflected a net operat¬ 
ing Iocs of $10,000. The group filed a con¬ 
solidated return for 1906 reflecting consoli¬ 
dated tixnblc Income of $30,000 (computed 
without regard to the consolidated net op¬ 
erating Iocs deduction). Among the trans¬ 
actions occurring during I960 were the fol¬ 
lowing : 

(e) P sold goods to T deriving deferred 
proflu of $7,000 on such sale*. $2,000 of which 
vu r* stored to consolidated taxable Income 
on the sale of such goods to outsiders; 

(5) T sold a machine to 8 deriving a de¬ 
ferred profit of $5,000. $1,000 of which was 
restored to consolidated taxable income as 
a result of S’s depreciation deductions; 

(c) T distributed a $3,000 dividend to P; 
and 

(tf) In addition to the transactions de¬ 
scribed above. T hod other taxable Income 

Of 16.000. 

(in The carryover of T’s 1965 net operat¬ 
ing lost to 1966 la subject to the limitation 
contained In this paragraph, since 1965 was 
a separate return limitation year (an election 
under section 1562 wros effective for such 
year). Thus, only $7,000 of Ts $10 000 net 
operating less is a consolidated net operating 
kxa carryover to 1966. since such carryover 
la limited to consolidated taxable Income 
(computed without regard to the consoli¬ 
dated net operating Iocs deduction). $30,000. 
minus such consolidated taxable income re¬ 
computed by excluding the Items cf Income 
and deduction of T. $23,000 (le.. consolidated 
taxable Income computed without regard to 
the $1,000 restoration of Ta deferred gain 
and Tt 16.000 of other Income). In making 
such r^c imputation, no change U made In 
the effect on consolidated taxable income 
of PI saie to T. or of the dividend from 
T to p. 


Ixample (2). (t) Corporation P wai 

formed on January I. 1066. P fllcd separate 
returns for the calendar yearn 1966 and 196* 
reflecting net operating losses of $4,000 am 
•12 000. respectively, p purchased corpora 
«on S on March 15. 1967. 8 was formed or 
rvbruary 1. 1966, and filed a separate returr 
for the taxable year ending January 31. 1967 
o also filed a short period return for tin 
P«rtod from February 1 to December 31, 1967 
juul joined with P in filing a consolidated re 
for 1968. 8 sustained net operating 

$5,000 and $6,000 for 1U taxable yean 
«fllng January 31, 1067. and December 31 
1967, respectively. An election under sectlur 
™ no1 « fle «tlvs for P and 8 during tin 
Period involved. Consolidated taxable ln< 
conio for 1066 (computed without regard u 
the consolidated net operating loss dcduc 
«on) was $ 16 , 000 ; such consolidated taxabli 
income recomputed by disregarding the ttemi 
i income and deduction of 8 was $9,000. 

J 'J n . or<I * r following losaei 

*re absorbed In 1068: 

eJ^ P * M ’ 000 net °P®raUng lose for the 

to « Ma (,mc,s l0 “ U not 

pranh^.i ,lmt ** tlon contains in thU pom- 

So for? SS£- U lU * common P 4ren * corpora- 

t«^ ) .^L* 5 ; 000 nel °P er » t tog low for the 
31 10fl7 ' 8uch »«* 1* 
l, ^ ,UUon contained in thli 
3 wu not * member of the 
n,ch P |”; of «uch year. However, 

in full f ** carried over and absorbed 

tolldaud^* S?*, Un * ,taUon 14 icon- 

1 taxable Income computed without 

No. 190—Pt. n_3 


regard to the consolidated net operating loos 
deduction. $16,000, minus such consolidated 
taxable Income recomputed. $9,000); and 

(e) $6,000 of Pis net operating loos and 
$1,000 of S’s net operating lota for the tax¬ 
able years ending December 31. 1967. ThU 
U determined by applying the looses from 
such year which can be carried to 1968 (P's 
$12,000 loss and $2,000 of 8*8 $6,000 loss, since 
such $6,000 loss U limited under this para¬ 
graph) on a pro rata basts against the 
amount of such loosea which can be absorbed 
in that year. $7,000 (consolidated taxable 
Income of $16,000 lews the $9,000 of looses 
absorbed from prior years). The carryover 
of 8’s loss to 1968 U subject to the limitation 
contained In that paragraph, since S was not 
a member of the group on each day of iu 
taxable year ending December 31, 1967. Such 
loss Is limited to $2,000. the excess of $7,000 
(as determined under (11) (h)) over $5,000 
(S’S carryover from the year ended January 
31, 1967). If a consolidated return U filed 
In 1060. the consolidated net operating loss 
carryovers will consist of Pa unabsorbed loss 
of $6,000 ($12,000 minus $6,000) from 1967 
and. subject to tbe limitation contained In 
this paragraph, 6*a unabsorbed loss of $5,000 
($6,000 minus $1,000) from its year ended 
December 31, 1967. 

(d) Limitation on carryovers where 
there has been a consolidated return 
change of ownership—(1) General rule. 
It a consolidated return change of own¬ 
ership <as defined In paragraph (g) of 
1 1.1502-1) occurs during the taxable 
year or an earlier taxable year, the 
amount which may be Included under 
paragraph <b) of this section In the con¬ 
solidated net operating loss carryovers to 
the taxable year with respect to the ag¬ 
gregate of the net operating losses attrib¬ 
utable to old members of the group 
fas defined In paragraph (g)(3) of 
f 1.1502-1) arising In taxable years (con¬ 
solidated or separate) ending on the 
same day and before the taxable year in 
which the consolidated return change of 
ownership occurred shall not exceed the 
amount determined under subparagraph 
(2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to In subparagraph (1) 
of this paragraph shall be the excess of— 

(I) The consolidated taxable Income 
for the taxable year (determined with¬ 
out regard to the consolidated net operat¬ 
ing loss deduction) recomputed by in¬ 
cluding only the Items of income and de¬ 
duction of the old members of the group, 
over 

(II) The rum of the net operating 
losses attributable to the old members of 
the group which may be carried to the 
taxable year arising In taxable years end¬ 
ing prior to the particular loss year or 
years. 

(3) Example. The provisions of this 
paragraph may be Illustrated by the fol¬ 
lowing example: 

Example. (1) Corporation P 1* formed on 
January 1,1967. and on the some day It forms 
corporation S. P and 8 file a eonaolldated re¬ 
turn for the calendar year 1967, reflecting a 
consolidated net operating lows of $500,000. 
The ahorcholdcra of N. a profitable corpora¬ 
tion, negotiate for the acquisition of P. 
Such acquisition la accomplished on January 
1, 1968, by the means of a reorganization 
qualifying under section 368(a)(1)(B) in 
which P Usuca additional voting atock to the 
ahorcholders of N In exchange far 100 per¬ 
cent of the outstanding stock of N. Im¬ 
mediately after the reorganization, the old 
shareholders of N own 90 percent of the fair 


market value of the outstanding stock of P. 
P. 8, and N file a consolidated return for 1968 
reflecting consolidated taxable income of 
$3,000,000 (computed without regard to the 
consolidated net operating loss deduction). 
Such eonaolldated taxable Income recom¬ 
puted by Including only the Items of In¬ 
come and deduction of P und 8 Is $350,000. 

(U) Since a consolidated return change 
of owncmhlp of P took place In 1968 (there 
was more than a 50 percent change of owner¬ 
ship). the amount of the consolidated net 
operating loos from 1967 which can be car¬ 
ried over to 1968 is limited to $350,000 (tbs 
excess of $350,000. consolidated taxable In¬ 
come recomputed by including only the 
item a of Income and deduction of the old 
members of the group. P and 8, over zero, 
the amount of the consolidated net operat¬ 
ing lows carryovers attributable to the old 
member* of tho group arising in taxable 
years ending before 1967). 

(e) Limitations on net operating loss 
carryovers under section 382 —(1) Sec¬ 
tion 382(a). (1) If at the end of a tax¬ 
able year (consolidated or separate) there 
has been an increase In ownership of the 
stock of the comm or. parent of a group 
(within the meaning of section 382(a)(1) 
(A) and (B)). and any member of the 
group has not continued to carry on a 
trade or business substantially the same 
os that conducted before any such In¬ 
crease (within the meaning of section 
382(a)(1)(C)). then the portion of any 
consolidated net operating loss sustained 
In prior taxable years attributable to 
such member (os determined under 
paragraph (a)(4) of * 1.1502-79) shall 
not be allowed as a carryover to such 
taxable year or to any subsequent taxable 
year. 

(11) If the provisions of section 382(a) 
disallow the deduction of a net operating 
loss carryover from a separate return 
year of a member of the group to a sub¬ 
sequent taxable year, no amount shall be 
Included under paragraph (b) of this 
section as a consolidated net operating 
loss carryover to such a subsequent con¬ 
solidated return year with respect to 
such separate return year of such mem¬ 
ber. 

(iii) The provisions of this subpara¬ 
graph may be illustrated by the follow¬ 
ing example: 

Example. P. 8. and T IU« a ooneolidatsd 
return tor the calendar year 1969, reflecting 
a consolidated net operating Iocs attributable 
In part to each member. P owns 60 percent 
of 8 4 a atock and 8 owns 80 percent of Ta 
■took. On January 1, 1970, A purchases 50 
percent of P*s atock. During 1970 Ts busi¬ 
ness ts discontinued. Since there has been 
a 50 percentage point Increase In ownership 
of P. the common parent of the group, and 
since T has not continued to carry on the 
same trade or business after such Increase, 
the portion of the 1969 consolidated net op¬ 
erating lows attributable to T shall not be 
included In any net operating lows deduction 
for 1970 or for any subsequent taxable years, 
whether consolidated or separate. 

(2) Section 382(b) . If a net operat¬ 
ing loss carryover from a separate return 
year of a predecessor of a member of the 
group to the taxable year Ls reduced un¬ 
der the provisions of section 382(b). the 
amount included under paragraph (b> 
of this section with respect to such pred¬ 
ecessor shall be so reduced. 

(f) Consolidated net operating loss. 
The consolidated net operating loss shall 
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be determined by taking Into account the 
following: 

(1) The separate taxable income (as 
determined under 1 1.1502-12) of each 
member of the group, computed without 
regard to any deduction under section 
242; 

(2) Any consolidated net capital gain; 

(3) Any consolidated section 1231 net 
loss; 

<4> Any consolidated charitable con¬ 
tributions deduction; 

(5) Any consolidated dividends re¬ 
ceived deduction (determined under 
ft 1.1502-26 without regard to paragraph 
(a)(2) of that section); and 

(6) Any consolidated section 247 de¬ 
duction (determined under ft 1.1502-27 
without regard to paragraph (mWlHli) 
of that section). 

§ 1.1502-22 OiimolidiiKMl ml rapilnl 
Ruin or lo*». 

(a) Computation —(1) Consolidated 
net capital gain. The consolidated net 
capital gain for the taxable year shall 
be determined by taking Into account— 

(1) The aggregate of the capital gains 
and losses (determined without regard 
to gains or losses to which section 1231 
applies or net capital loss carryovers) 
of the members of the group for the con¬ 
solidated return year. 

(ii) The consolidated section 1231 net 
gain for such year (computed in accord¬ 
ance with ft 1.1502-23), and 

(ill) The consolidated net capital loss 
carryovers to such year (as determined 
under paragraph (b) of this section). 

(2) Consolidated net capital loss. The 
consolidated net capital loss shall be de¬ 
termined under subparagraph (1) of this 
paragraph but without regard to sub¬ 
division (ill) thereof. 

<3> Special rules. For purposes of this 
section, capital gains and losses on in¬ 
tercompany transactions and transac¬ 
tions with respect to stock, bonds, and 
other obligations of a member of the 
group shall be reflected as provided in 
fft 1.1502-13 and 1.1502-14. and capital 
losses shall be limited as provided in 
ft 1 1502-15. 

(4) Cross reference. For the treat¬ 
ment of capital losses arising under sec¬ 
tion 832(c) (5) (relating to capital losses 
of Insurance companies subject to tax 
under section 831). see ft 1.1502-57. For 
the treatment of gains and losses arising 
under section 582(c) (relating to bond, 
etc., losses of banks), see ft 1.1502-66. 

c5» Example. The provisions of this 
paragraph may be Ulustrnted by the fol¬ 
lowing example: 

Example. (I) Corporations P. S, and T 
file consolidated returns on a calendar year 
haul* for I960 and 1967. The member* had 
the following transactions involving capital 
outsets during 1967: P sold an asset with a 
$10,000 basts to S for $17,000 and none of the 
circumstances of restoration described In 
paragraph (d), (e), or (f) of I 1.1502-t3 oc¬ 
curred by the end of the consolidated return 
year: S sold an asset to individual A for 
$7,000 which 8 had purchased during 1906 
from P for $10,000. and with respect to 
which P had deferred a gain of $2,000; T sold 
an unset with a basis of $10,000 to individual 
B for $25,000. The group has a consolidated 
net capital loss carryover to the taxable year 
of $10,000. 


(11) The consolidated net capital gain of 
the group Is $4,000. determined as follows: Fa 
net capital gain of $2,000. representing the 
deferred gain on the sale to 8 during the tax¬ 
able year 1966. restored Into Income during 
taxable year 1967 (the $7,000 gain on Fs de¬ 
ferred Intercompany transaction ts not taken 
Into account for the current year), plus Ts 
net capital gain of $15,000. minus 8’s net 
capital loss of $3,000 and the consolidated 
net capital loss carryover of $10,000. 

<b> Consolidated net capital loss car¬ 
ryovers —<1) In general. The consoli¬ 
dated net capital loss carryovers to the 
taxable year shall consist of any consoli¬ 
dated net capital losses of the group, plus 
any net capita) losses of members of the 
group arising in separate return years of 
such members, which may be carried to 
the taxable year under the principles of 
section 1212(a). However, such consoli¬ 
dated carryovers shall not Include any 
consolidated net capital loss apportioned 
to a corporation for a separate return 
year pursuant to paragraph (b) of 
ft 1.1502-79 and shall be subject to the 
limitations contained in paragraphs (c) 
and id) of this section. For purposes of 
section 1212(a)(1). the portion of any 
consolidated net capital loss for any tax¬ 
able year attributable to a foreign ex¬ 
propriation capital loss is the amount 
of the foreign expropriation capital losses 
of all the members for such year (but 
not in excess of the consolidated net capi¬ 
tal loss for such year). 

(2) Absorption rules. For purposes of 
determining the amount, if any, of a net 
capital loss (whether consolidated or sep¬ 
arate) which can be carried to a tax¬ 
able year (consolidated or separate), the 
amount of such net capital loss which is 
absorbed in a prior consolidated return 
year under section 1212(a)(1) shall be 
determined by— 

<P Applying all net capital losses 
which can be carried to such prior year 
in the order of the taxable years in which 
such losses were sustained, beginning 
with the taxable year which ends earliest, 
and 

(ii) Applying all such losses which can 
be carried to such prior year from taxable 
years ending on the some date on a pro¬ 
rata basis, except that any portion of a 
net capital loss attributable to a foreign 
expropriation capital loss to which sec¬ 
tion 1212(a)(1)(B) applies shall be ap¬ 
plied last. 

(c) Limitation on net capital loss 
carryovers from separate return years — 
(1) General rule . In the case of a net 
capital loss of a member of the group 
arising in a separate return limitation 
year (as deflned in paragraph (f) of 
ft 1.1502-1) of such member <and In a 
separate return limitation year of any 
predecessor of such member), the 
amount that may be Included under par¬ 
agraph (b) of this section (computed 
without regard to the limitation con¬ 
tained in paragraph id) of this section) 
shall not exceed the amount determined 
under subparagraph <2) of this para¬ 
graph. 

<2) Computation of /imitation. The 
amount referred to in subparagraph (1) 
of this paragraph with respect to a mem¬ 
ber of the group is the excess, if any. 

of— 


(i> The consolidated net capital gain 
for the taxable year (computed without 
regard to any net capital loss carry¬ 
overs) , minus such consolidated net 
capital gain for the taxable year recom¬ 
puted by excluding the capital gains and 
losses and the gains and losses to which 
section 1231 applies of such member, 
over 

(ii) The net capital losses attributable 
to such member which can be carried to 
the taxable year arising in taxable years 
ending prior to the particular separate 
return limitation year. 

<d) Limitation on capital loss carry¬ 
overs where there has been a consolidated 
return change of ownership —(1) Gen¬ 
eral rule. If a consolidated return 
change of ownership (as defined in para¬ 
graph (g) of ft 1.1502-1) occurs during 
the taxable year or an earlier taxable 
year, the amount which may be included 
under paragraph (b) of this section in 
the consolidated net capital loss carry¬ 
overs to the taxable year with respect to 
the aggregate of the net capital losses 
attributable to old members of the group 
(as deflned in paragraph (g)(3) of 
ft 1.1502-1) arising in taxable years ( con¬ 
solidated or separate) ending on the 
same day and before the taxable year In 
w-hich the consolidated return change 
of ownership occurred shall not exceed 
the amount determined under subpara¬ 
graph <2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to in subparagraph (1 > 
of this paragraph shall be the excc&s 
of— 

(1) The consolidated net capital gain 
(determined without regard to any net 
capital loss carryovers for the taxable 
year) recomputed by including only 
capital gains and losses and gains and 
losses to which section 1231 applies of 
the old members of the group, over 

(ii) The aggregate net capital losses 
attributable to the old members of the 
group which may be carried to the tax¬ 
able year arising In taxable years end¬ 
ing prior to the particular loss year or 
years. 

§ 1.1502-23 (xinMilidnltHl wvlion 1231 
net gain or loo*. 

The consolidated section 1231 net gain 
or loss for the taxable year shall be de¬ 
termined by taking Into account the ag¬ 
gregate of the gains and losses to which 
section 1231 applies of the members of 
the group for the consolidated return 
year. Section 1231 gains and losses on 
intercompany transactions shall be re¬ 
flected as provided In ft 1.1502-13. Sec¬ 
tion 1231 losses shall be limited as pro¬ 
vided in 5 1.1502-15. 

§ 1.1502-21 Consolidated cbarilablr 
contribution* deduction. 

(a| Determination of amount of con¬ 
solidated charitable contributions deduc¬ 
tion. The deduction allowed by section 
170 for the taxable year shall be the 
lesser of— 

(1) The aggregate deductions of the 
members of the group allowable under 
section 170 (determined without regard 
to section 170(b)(2)). plus the consoli¬ 
dated charitable contribution carryovers 
to such year, or 
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(2) Five percent of the adjusted con¬ 
solidated taxable Income as determined 
under paragraph (c) of this section, 

<b) Carryover of excess charitable 
contributions. The consolidated chari¬ 
table contribution carryovers to any 
consolidated return year shall consist of 
any excess consolidated charitable con¬ 
tributions of the group, plus any excess 
charitable contributions of members of 
the r.roup arising in separate return 
years of such members, which may be 
carried over to the taxable year under 
the principles of section 170(b) (3) and 

(3). However, such consolidated carry¬ 
overs shall not include any excess chari¬ 
table contributions apportioned to a cor¬ 
poration for a separate return year pur¬ 
suant to paragraph (e) of 8 1.1502-79. 

(c) Adjusted consolidated taxable in- 
come . For purposes of this section, the 
adjusted consolidated taxable income of 
the group for any consolidated return 
year shall be the consolidated taxable in¬ 
come computed without regard to this 
lection, section 242. f 1.1502-25. 8 1.1502- 
26. and l 1.1502-27, and without regard 
to any consolidated net operating loss 
carrybacks to such year. 

S 1.1 ">02-25 Coniiolidatfd fraction 922 

drd action. 


(a) In general The consolidated sec¬ 
tion 922 deduction for the taxable year 
shall be determined by multiplying the 
fraction specified In section 922(2) by 
the aggregate of the taxable income (or 
loss), as determined under paragraph 
<c> of this section, of those members of 
the group which are Western Hemi¬ 
sphere trade corporations for such year. 

<b) Definition o/ Western Hemisphere 
trade corporation. In determining 
whether a member is a Western Hemi¬ 
sphere trade corporation, the definition 
contained in section 921 shall be ap¬ 
plied to such member separately. For 
purposes of applying the gross income 
tests of section 921 to such member, the 
gross Income of such member for a con¬ 
solidated return year shall be deter¬ 
mined as if such member had filed a 
fieparatc return, except that— 

<1> Gains and losses on Intercompany 
transactions shall be reflected in gross 
income In the manner provided by 
1 1.1502-13; 

f 2> Gains and losses on transactions 
jnth respect to stock, bonds, or other ob- 
Jtotions of members of the group shall 
be reflated in gross Income in the man¬ 
ner provided by 8 1.1502-14: and 
<3> The adjustments prescribed by 
1 1 1502-18 (relating to Inventory adjust¬ 
ments) shall be made. 

(c> Computation of taxable income of 
western Hemisphere trade corporations . 
For Purposes of paragraph (a) of this 
•ectlon, the taxable income (or loss) of 
* member which is a Western Hemi¬ 
sphere trade corporation shall be deter¬ 
mined under § 1.1502-12, adjusted for 
the following items taken into account in 
jne computation of consolidated taxable 
Income: 

<1) The portion of the consolidated 
1088 diction, the consoli- 
c h*ritable contributions deduc- 
and the consolidated dividends re- 

membe/? 01111011011 * attrlbutabIc such 


(2) Such member's net capital gain 
(determined without regard to any net 
capital loss carryover attributable to 
such member); 

(3) Such member's net capital loss 
and section 1231 net loss, reduced by the 
portion of the consolidated net capital 
loss attributable to such member; and 

(4) The portion of any consolidated 
net capital loss carryover attributable to 
such member which is absorbed in the 
taxable year. 

S 1.1502—26 Consolidated dividend* re¬ 
ceived deduction. 

(a) In general. The consolidated 
dividends received deduction for the tax¬ 
able year shall be the lesser of— 

(1) The aggregate of the deductions 
of the members of the group allowable 
under sections 243(a)(1), 244(a) and 
245 (computed without regard to the 
limitation provided in section 246(b)), 
or 

(2) 85 percent of the consolidated 
taxable income computed without regard 
to the consolidated net operating loss 
deduction, consolidated section 247 
deduction, and the consolidated divi¬ 
dends received deduction. 


Subparagraph (2) of this paragraph 
shall not apply for any consolidated re¬ 
turn year for which there is a consoli¬ 
dated net operating loss. (See para¬ 
graph <f) of 8 1.1502-21 for the defini¬ 
tion of a consolidated net operating 
loss.) 

(b) Intercompany dividends. The 
amount determined under paragraph (a) 
of this section shall be determined with¬ 
out regard to dividends received from 
other members of the group during a 
consolidated return year. <8ee para¬ 
graph (a) (1) of 8 1.1502-14 for rules re¬ 
lating to Intercompany dividends.) 

(c) Examples. The provisions of this 
section may be illustrated by the follow¬ 
ing examples: 


Example (/>. Corporations P, S, and 8-1 
Died a consolidated return for the calendar 
year I960 showing consolidated taxable In¬ 
come of 9100.000 (determined without regard 
to the consolidated net operating loes deduc¬ 
tion. consolidated dividends received deduc¬ 
tion. and the consolidated section 247 deduc¬ 
tion) . Such corporations received dividends 
during such year from nonmember domestic 
corporations as follows: 


Corporation 
P- 

8 .. 

8-1 - 


Dividends 

- 96,000 

...10.000 

- 34.000 


Total.. 50,000 

The dividends received deduction allowable 
to each member under section 243(a)(1) 
(computed without regard to the limitation 
In section 246(b)) Is os follows: P has 95.100 
(85 percent of 96.000). S has 68.500 (86 per¬ 
cent of 910.000), and 8-1 has 926,000 (65 per¬ 
cent of 634.000). or a total of 642.600. 81nee 
942.500 is less than 965.000 (85 percent of 
9100,000). the consolidated dividends re¬ 
ceived deduction la 942.500 
Example ( 2 ). Assume the same facts as 
In example (l) except that consolidated tax¬ 
able Income (computed without regard to the 
consolidated net operating loss deduction, 
consolidated dividends received deduction, 
and the consolidated section 247 deduction) 
was 640.000. The aggregate of the dividends 
received deductions, 642,500. computed with¬ 
out regard to section 246(b), results In s 


consolidated net operating loss of 62.500. 
See section 172(d) (6). Therefore, paragraph 
(a) (2) of this section docs not apply and 
the consolidated dividends received deduc¬ 
tion Is 642,500. 

g 1.1502-27 Consolidated section 2*17 
deduction. 

(a) Amount of deduction. The con¬ 
solidated section 247 deduction for the 
taxable year shall be an amount com¬ 
puted as follows: 

(1) First, determine the amount 
which Is the lesser of— 

(1) The aggregate of the dividends 
paid (within the meaning of section 
247(a)) during such year by members of 
the group which are public utilities 
(within the meaning of section 247(b) 
(1)) on preferred stock (within the 
meaning of section 247(b)(2)). other 
than dividends paid to other members 
of the group, or 

(ii) The aggregate of the taxable in¬ 
come (or loss) (as determined under 
paragraph <b> of thLs section) of each 
such member which is a public utility. 

(2) Then, multiply the amount de¬ 
termined under subparagraph (1) of this 
paragraph by the fraction specified in 
section 247(a) (2). 

(b) Computation of taxable income. 
For purposes of paragraph (a) (1) (11) of 
this section, the taxable Income (or loss) 
of a member of the group described in 
paragraph (a> (1) (I) shall be determined 
under » 1.1502-12. adjusted for the fol¬ 
lowing items taken into account in the 
computation of consolidated taxable in¬ 
come: 

(1) The portion of the consolidated 
net operating loss deduction, the consoli¬ 
dated charitable contributions deduc¬ 
tion. and the consolidated dividends re¬ 
ceived deduction, attributable to such 
member; 

(2) Such member's net capital gain 
(determined without regard to any net 
capita] loss carryover attributable to 
such member); 

(3) Such member s net capital loss 
and section 1231 net loss, reduced by the 
portion of the consolidated net capital 
loss attributable to such member; and 

(4) The portion of any consolidated 
net capital loss carryover attributable to 
such member which is absorbed In the 
taxable year. 

§§ 1*1502 23 to 1.1502—30 (Hrtrrvcd ] 

Basis. Stock Owntrship, and Earnings 
and Profits Rules 

§ 1.1502-31 Bu*i* of property. 

(a) Deferred intercompany transac¬ 
tions, The basis of property acquired by 
a purchasingmembcr In a deferred Inter¬ 
company transaction shall be determined 
in accordance with the provisions of 
section 1012. Thus. if. In a deferred in¬ 
tercompany transaction. 8 sells prop¬ 
erty with an adjusted basis of 980 to P 
for $100. the basis of such property in 
the hands of P shall be $100 even though, 
under 8 M 502-13. S defers Its $20 gain 
on the sale. 

(b) Basis after liquidation or inter¬ 
company distribution with respect to 
stock —(1) Dividends in kind. The basis 
of property received in a dividend dis¬ 
tribution from one member of the group 
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to another member during a consoli¬ 
dated return year shall be determined as 
if separate returns were filed. 

(2) Section 301 distributions out of 
other than earnings and profits. In the 
case of a distribution of property (from 
one member of the group to another 
member during a consolidated return 
year) to which section 301 applies which 
is not a dividend, the aggregate basis of 
the property (other than cash) received 
(determined in accordance with the rules 
of section 301(d)) shall be reduced by 
the excess of (!) the amount distributed 
(computed under section 301(b)) other 
than in cash, over (ii) the portion of 
such amount which is applied against 
basis under paragraph (a>(2)<i)(b) of 
8 1 1502-14. Such reduced aggregate ba¬ 
sis shall be apportioned among ail of 
the properties received in the distribu¬ 
tion on a pro rata basis, in proportion to 
the amount of the distribution attributa¬ 
ble to each. For examples illustrating 
the provisions of this subparagraph, see 
paragraph (a) (2) (ii) of 9 1.1502-14. 

(3) Complete liquidations, (i) Where 
property is acquired in a complete liqui¬ 
dation to which paragraph (b) of 8 1.- 
1502-14 applies, except a liquidation to 
which section 332 is applicable, the ag¬ 
gregate basis of all such property shall 
be the same as the adjusted basis of 
the stock exchanged therefor (adjusted 
in accordance with the rules prescribed 
in paragraph (a) of 5 1.1502-32), in¬ 
creased by the amount of any liabilities 
of the distributing corporation assumed 
by the distributee or to which the prop¬ 
erty acquired is subject, and reduced by 
the amount of cash received in the dis¬ 
tribution. Such aggregate basis shall 
be allocated among the various assets 
received (except cash) in proportion to 
the fair market values of such assets on 
the date received. 

(ID Where properly is acquired upon 
a liquidation to which section 332 is ap¬ 
plicable, the basis of such property shall 
be determined under section 334(b) (1) 
or (2). whichever is applicable. 

(4) Partial liquidations and redemp¬ 
tions. (i) Where property is acquired 
in a partial liquidation or redemption to 
which paragraph (b) of 5 1.1502-14 ap¬ 
plies. the aggregate basis of all such 
property shall be the same as the ad¬ 
justed basis of the stock exchanged there¬ 
for increased by the amount of any 
liabilities of the distributing corporation 
assumed by the distributee or to which 
the property acquired is subject, and 
reduced by the amount of cash received 
in the distribution. Such aggregate basis 
shall be allocated among the various as¬ 
sets received (except cash) in proportion 
to the fair market values of such assets 
on the date received. 

(ii) Where stock is exchanged for 
property in a transaction described in 
subdivision (I) of this subparagraph, the 
aggregate adjusted basis of the remain¬ 
ing stock held by the distributee shall be 
the aggregate adjusted basis of ail the 
stock of the distributing member held 
by the distributee immediately before the 
distribution, reduced (but not below zero) 
by the sum of— 

«a> The adjusted basis of the stock 
exchanged, and 


<6i The excess, if any, of cash dis¬ 
tributed over the sum of such adjusted 
basis and any liabilities assumed by the 
distributee or to which the property re¬ 
ceived is subject. 

The aggregate adjusted bases of the 
bonds and other obligations of the dis¬ 
tributing corporation held by the distrib¬ 
utee shall be reduced (but not below’ zero) 
by the excess of the amount of cash dis¬ 
tributed over the sum of the aggregate 
adjusted basis of all the stock of the dis¬ 
tributing member held by the distributee 
immediately before the distribution and 
any liabilities assumed by the distributee 
or to which the property received is sub¬ 
ject. Such reduced aggregate basis shall 
be apportioned to the remaining shares 
of stock (or the remaining bonds and 
other obligations) held by the distributee 
in proportion to their adjusted bases im¬ 
mediately before the distribution. 

§ 1.1302-32 Rrdurticjft of ba*i« on Mile 
or other disposition of Mock «nd ob¬ 
ligations of member* of a group. 

<a> Basis reduction —(1) General rule. 
In the case of a sale or other disposition 
(as defined in paragraph (b) of this sec¬ 
tion) by a member of the group of any 
share of stock or any bond or other 
obligation issued or incurred by an¬ 
other member of the group (hereinafter 
referred to as “issuing corporation"). the 
basis of such share or obligation shall be 
reduced by the amount and in the man¬ 
ner specified In subparagraph (8) of this 
paragraph, if the sum of the amounts 
determined under subparagraphs (2). 
(3). and (4) of this paragraph exceeds 
the sum of the amounts determined un¬ 
der subparagraphs (5) and (6) of this 
paragraph. 8uch excess shall herein¬ 
after be referred to as the “basis adjust¬ 
ment". The reduction in basis pro¬ 
vided for in this paragraph shall be made 
whether such sale or other disposition 
is made in a separate return year or a 
consolidated return year and whether 
or not the issuing or selling corporations 
were members of the group when the 
stock or obligation was issued or ac¬ 
quired 

(2) Losses availed of. (i) The 
amount determined under this subpara¬ 
graph shall be an amount equal to the 
sum of the losses (described in subdivi¬ 
sions <U) and Oil) of this subparagraph) 
of the Issuing corporation (whether op¬ 
erating or capital) availed of by the 
group before the date of disposition. 

(11) The loss described In this subdivi¬ 
sion is the portion of any net loss of the 
Issuing corporation sustained in a con¬ 
solidated return year w’hich is absorbed 
in such year in computing consolidated 
taxable Income. For purposes of this 
subdivision, the net loss of a member of 
the group shall be determined under 
5 1.1502-12 (except that no deduction 
shall be allowed under section 242), ad¬ 
justed for the following items: 

(a) The portion of the consolidated 
dividends received deduction, the con¬ 
solidated charitable contributions de¬ 
duction. and the consolidated section 247 
deduction, attributable to such member; 

<b) Any net capital gain or loss of 
such member (not including the portion 


of any consolidated net capital loss carry¬ 
over attributable to such member); and 
(c) Any section 1231 net loss. 


The portion of a net loss absorbed by 
the group in computing consolidated 
taxable income for the taxable year 
shall be the amount of such loss less the 
portion of any consolidated net oper¬ 
ating loss for such year and the portion 
of any consolidated net capital loss for 
such year which is attributable to such 
member (as determined under 5 1.1502— 
79). Thus, assume that P and 3 file a 
consolidated return for calendar 1966 
During that year P has separate tax¬ 
able Income of $10 and S a $5 separate 
loss determined under 9 1.1502-12. In 
addition, P has capital gains of $15 and 
S a $25 capital loss. S has a $30 net 
loss (the $5 separate loss determined 
under 8 1.1502-12, plus the $25 capital 
loss) of which $20 is absorbed in com¬ 
puting consolidated taxable Income (the 
$30 net loss less the $10 net capital loss 
which is attributable entirely to S). 
Such $20 Is thus a loss availed of. If S 
had separate taxable income of $5 (In¬ 
stead of a $5 loss) its loss availed of 
would have been $10 (Its $20 net loss less 
the $10 consolidated net capital loss 
attributable to it). 

(ill) The loss described in this sub¬ 
division is the portion of any net oper¬ 
ating loss or net capital loss attributable 
to the Issuing corporation which is sus¬ 
tained in a separate return or consoli¬ 
dated return year and is carried over or 
back and absorbed in a consolidated re¬ 


turn year. 

(iv) For purposes of this subpara¬ 
graph, the extent to which a lo&s is 
availed of in the year in which the date 
of disposition occurs shall be determined 
by taking into account any gain (or loss) 
on a disposition of such corporation s 
stock or obligations in such year, but 
computing such gain (or loss) without 
regard to any basis reduction under thi.'- 
paragraph. Thus, assume that P formed 
S by a capital contribution of $60,000 at 
the beginning of the calendar year. On 
August 15. P sold S for $70,000. A con¬ 
solidated return is filed by P and S for 
the taxable year. S had a $40,000 net 
loss for the period it was included In the 
consolidated return, while P had $10,000 
of income computed without ward to 
the gain on the sale of S's stock. For 
purposes of computing the portion of the 
$40,000 net loss which is absorbed in 
computing consolidated taxable income, 
the taxable income of the group wifi m- 
clude a $10,000 gain on the sale of S s 
stock ($70,000 sales price less $60.0<w 
basis which is not reduced for this pur¬ 
pose). Accordingly, the loss of S 
availed of by the group Is $20,000. Such 
loss Is considered availed of against P s 
$10,000 gain on the disposition or os 
stock plus P's $10,000 other income 
Therefore. Ps gain on the sale of as 
stock is $30,000. 

(v) For purposes of this subparagraph. 
If a loss of the Issuing coloration is 
availed of by the group in the y/* r l 
which a disposition occurs, then the joi 
lowing portion of such loss shall be 
stdered to be availed of before the dau 
of such disposition; 
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<a> lf ( as a result of such disposition, 
such issuing corporation ceases to be a 
member of the group, the entire loss; or 
<b> In the case of any other disposi¬ 
tion uch loss multiplied by a fraction, 
the numerator of which is the number of 
days in the taxable year before the date 
of deposition and the denominator of 
vhich is the total number of days in such 


year 

<3> Distributions of preaffiliation earn- 
ittgs and profits. The amount deter¬ 
mined under this subparagraph shall be 
sn amount equal to the distributions 
made during consolidated return years, 
but before the sale or other disposition, 
by the Issuing corporation to other mem¬ 
bers of the group out of its earnings and 
profits accumulated in taxable years 
which were not amiiated years. 

<4> Adjustments to stock and obliga¬ 
tions owned by the issuing corporation . 
The amount determined under this sub- 
paragraph shall be equal to the amount 
by which the stock and obligations of 
other members of the group owned or 
previously owned by the issuing corpora¬ 
tion have, previous to the sale or disposi¬ 
tion. been reduced pursuant to this sec¬ 
tion. 81 1.1602-34A, and 1.1502-35A. 
Thus, assume that S, a wholly-owned 
subMdiary of P. sells the stock of its 
wholly owned subsidiary. T. and reduces 
Its basis in T*s stock by $10 on such sale 
under this section. If P later sells S*s 
stock, such $10 adjustment will be In¬ 
cluded in the amount determined under 
this subparagraph which Is used in com¬ 
puting the basis adjustment with respect 
to S’s stock. 

(5> Undistributed earnings and profits 
accumulated during affiliated years —(i) 
In general . The amount determined un¬ 
der this subparagraph shall be an 
amount equal to the excess. If any, of the 
earnings and profits accumulated during 
affiliated years (as described in subdivi¬ 
sion 11) of this subparagraph) over the 
distributions of earnings and profits de¬ 
scribed In subdivision (ill) of this sub- 
paragraph. 


(ii » Earnings and profits accumulated 
during affiliated years. The term “earn¬ 
ings and profits accumulated during 
affiliated years’* means the earnings and 
profits or the deficit in earnings and 
profits (determined by taking any basis 
adjustment under this section into ac¬ 
count. notwithstanding the provisions of 
Paragraph (b) of } 1.1502-33) accumu¬ 
lated by the issuing corporation during 
affiliated years before the date of dispo¬ 
sition but In making such determination 
1101 eduction shall be made for— 

(a) Distributions of earnings and prof¬ 
its made by the Issuing corporation 
during such years, and 
i S** .Th* ^t losses (operating or capi- 
4** issuing corporation sustained 
j affiliated years, other than those losses 
tjmen are absorbed during affiliated 
* r *f 5 ^. r , which the group does not file 
a consolidated return. 


accu tnulatcd earnings and profits 
computed shall be decreased by 
equ<U 10 ** aggregate los 
operating or capital) of the issuing c< 
Poiation sustained In taxable yei 
not affiliated years and whi 
are absorbed in affiliated years for whi 


the group does not file a consolidated re¬ 
turn. If a disposition occurs on a day 
other than the last day of the taxable 
year, the amount of earnings and profits 
considered as accumulated in such year 
before the date of disposition shall be the 
earnings and profits of such year multi¬ 
plied by a fraction, the numerator of 
which Is the number of days in the tax¬ 
able year before the date of disposition 
and the denominator of which is the total 
number of days in such year. 

(Ill) Distributions. The distributions 
described In this subdivision are all dis¬ 
tributions made during affiliated years 
(before the sale or other disposition) by 
the issuing corporation out of Its earn¬ 
ings and profits to its shareholders, other 
than distributions described in subpara¬ 
graph (3) of this paragraph. 

(6> Prior adjustments to slock and 
obligations of issuing corporation. The 
amount determined under this subpara¬ 
graph shall be the amount by wliich the 
basis of stock and obligations of the Issu¬ 
ing corporation has been previously re¬ 
duced pursuant to this section. 8 1.1502- 
34A, and 8 1.1502-35A. 

<7> Affiliated year —ti) In general . 
For purposes of this paragraph, the term 
“affiliated year” means a taxable year of 
a corporation for which it was a member 
of the group on each day of such year. 

(ii) Special rules for split separate re¬ 
turn years . If a corporation becomes, 
or ceases to be, a member of the group 
during a taxable year of the common 
parent for which a separate return is 
filed, then the portion of such corpora¬ 
tion’s separate return year for which it 
is a member of the group shall be treated 
as an affiliated year. The earnings and 
profits of such separate return year shall 
be prorated to the portion of such year 
which Is treated as an affiliated year on 
the basis of the number of days in such 
portion. Loss carryovers and carrybacks 
which are absorbed in such separate re¬ 
turn year shall be treated as being ab¬ 
sorbed pro rata In the portion of such 
year which Is an affiliated year on the 
basis of the number of days In such 
portion. 

<8) Amount of and manner of making 
basis adjustment —(i> In general . The 
basis of the stock or obligations sold or 
disposed of shall be reduced immediately 
before such sale or disposition by the 
portion of the basis adjustment allocable 
to such stock or obligations under sub¬ 
divisions (ii) and (ill) of this subpara¬ 
graph. 

(li> Allocation to stock. The basis ad¬ 
justment (as defined in subparagraph 
(1) of this paragraph) shall first be allo¬ 
cated to all shares of stock of the issuing 
corporation owned by other members of 
the group. The amount allocated to any 
share of stock shall be the amount of 
the basis adjustment multiplied by a 
fraction, the numerator of which is the 
adjusted basis of such share of stock, and 
the denominator of which is the aggre¬ 
gate of the adjusted bases of all such 
shares. However, the amount allocated 
to a share of stock shall not exceed its 
adjusted basis. 

<UD Allocation to obligations. To the 
extent that the basis adjustment exceeds 
the aggregate of the adjusted bases of 


all shares of stock of the Issuing corpo¬ 
ration owned by members of the group, 
such excess (hereinafter referred to as 
“unallocated adjustment") shall be allo¬ 
cated to all obligations of the issuing 
corporation owned by other members of 
the group. The amount allocated to any 
obligation shall be the unallocated ad¬ 
justment multiplied by a fraction, the 
numerator of which is the adjusted basis 
of such obligation, and the denominator 
of which Is the aggregate of the adjusted 
bases of all such obligations. However, 
the amount allocated to an obligation 
shall not exceed its adjusted basis. 

<iv) Special rule . In the case of a 
distribution by the issuing corporation 
described in section 301(c) (2) or <3>(A) 
(see paragraph (b)(1) (i) (b) and (c) 
of this section for treatment of such 
distributions as sales or other disposi¬ 
tions) . the basis of the stock with respect 
to which the distribution is made shall 
be the same after such distribution as It 
would have been had no adjustment been 
made under this paragraph. In such 
case, the only amount Included under 
subparagraph (6) of this paragraph 
(relating to prior adjustments to the 
stock and obligations of such corpora¬ 
tion) with respect to such distribution 
on a later sale or other disposition shall 
be the excess, if any. of the amount 
treated as gain under section 301(0(3) 
(A) over the amount which would have 
been so treated If no reduction In basis 
had been made under this paragraph. 

(9) Section 381 transaction . If a 
member of the group transfers assets to 
another member in & transaction to 
which section 381(a) applies, then the 
acquiring corporation ah all succeed to 
and take account of the amounts deter¬ 
mined under subparagraphs (2). <3). 
<4). (5). and (6) of this paragraph with 
respect to the distributor or transferor 
corporation for purposes of the compu¬ 
tation of the basts adjustment relating 
to stock or obligations of the acquiring 
corporation owned by other members of 
the group. 

<b) Sale or other disposition —(1) 
General rule . Except as provided In sub- 
paragraph (2> of tills paragraph, a 
“sale or other disposition*’ of stock or 
obligations of the Issuing corporation 
occurs at the time— 

(I) Such stock or obligation Is subject 
to— 

<a> A sale or exchange. 

<&) A transaction which is treated as 
a sale or exchange (such as a distribu¬ 
tion described in section 301(c) (3) (Am, 

(c) A transaction in which the basis 
of the stock or obligation is decreased 
(such as a distribution described in sec¬ 
tion 301(c)(2) or where a worthless 
obligation is taken into account as a 
bad debt), or 

<d) Any other disposition (such as a 
dividend distribution); 

(II) The issuing corporation ceases to 
be a member of the group. In such case, 
all the stock and obligations of the issu¬ 
ing corporation owned by other members 
of the group shall be heated as dis¬ 
posed of: or 

(iil) A member of the group owning 
stock in the Issuing corporation ceases 
to be a member of the group. In such 
case, all the stock of the issuing corpo- 
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ration owned by such member shall be 
treated as disposed of. 

<2) Exceptions. The term “sale or 
other disposition*' does not Include the 
following transactions between mem¬ 
bers of the group: 

(l) A transaction described In sec¬ 
tion 381(a) or 334(b) (2) or In paragraph 
(a) (1) of 1 1.1502-14, or 

<U) A transaction In which the basis 
of the stock or obligation in the hands 
of the transferee member Is determined 
In whole or In part by reference to 1U 
basis In the hands of the transferor 
member. 

(3) Constructive disposition. The 
basis adjustment with respect to the 
issuing corporation shall be computed by 
aggregating the amounts determined 
under paragraph (a)(2) of this section 
with respect to such corporation with 
its share of the amounts determined 
under such paragraph with respect to 
other members of tho group, the stock of 
which is owned, or is considered as 
owned, by the issuing corporation; like¬ 
wise, the amounts determined under 
paragraph (a) (3) of this section shall 
be aggregated, as shall the amounts de¬ 
termined under paragraph (a) (3). (4), 
(5). and (6) of this section. For this 
purpose, the issuing corporation's 
share with respect to any other mem¬ 
ber shall be the ratio which the fair 
market value of the stock owned and 
considered as owned by the Issuing 
corporation in such other member 
bears to the fair market value of all 
stock in such other member directly 
owned by members of the group. For 
purposes of the preceding sentence, a 
member (the first member) of the group 
which directly owns stock in another 
member (the second member) shall be 
considered as owning any stock in other 
members of the group which is owned, or 
considered ns owned, by such second 
member, in that proportion which the 
fair market value of the stock of the 
second member directly owned by such 
first member bears to the fair market 
value of all such stock of the second 
member directly owned by members of 
the group. Thus assume that corpora¬ 
tion P owns 100 percent of the stock of 
corporation 8 and that P and 8 each 
owns 50 percent of the stock of corpo¬ 
ration T. If P sells some stock of 8. the 
basis adjustment with respect to 8 shall 
be determined by aggregating the 
amounts determined under subpara¬ 
graphs (2) through (6) of paragraph(a) 
of this section with respect to 8 with 50 
percent (50/100) of the amounts deter¬ 
mined under such paragraphs with re¬ 
spect to T. For purposes of this sub- 
paragraph. stock means all stock other 
than nonvoting stock which is limited 
and preferred as to dividends. 

(c) Examples. The provisions of this 
section may be illustrated by the fol¬ 
lowing examples: 

Example (1). P formed 8 on January 1, 
1966. by transferring property to It with a 
baa la of $5,000 and receiving In exchange all 
100 abarea of 1U atock. P and S filed a con- 
aolldated return for the calendar year 1966. 
reflecting consolidated taxable Income. 8 
had a net loaa (determined under paragraph 
(a) (2) (11) of thia tecUon) of $1,000 On 
March 15. 1967, P told 10 shares of B to a 
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third party. The boats of each share sold la 
reduced Immediately before such aale by 
$10, the portion of the baala adjustment of 
$1,000 (the lose availed of) allocable to each 
of the 100 Share* of stock. 

Example (2). Assume the same facta as 
In example (1), and that 8 had earnings and 
proflu of $560 for the calendar year 1967. 
determined without taktng Into account a 
dividend distribution of $100 made on De¬ 
cember 15. 1967. On December 31, 1967, P 
sella an additional 10 shares of 8's stock. 
The baala of each such share la reduced Im¬ 
mediately before such sale by $5. the portion 
of the basis adjustment of $450 allocable to 
each of the 90 shares of stock held by P. 
The basis adjustment is determined by sub¬ 
tracting from the $1,000 loss availed of the 
sum of $450 (the excess of the $550 of earn¬ 
ings and profits accumulated during 1066 
and 1967, no reduction being made for the 
distribution or 1966 loss availed of In such 
year, over the $100 distribution) and $100 
(the prior adjustment to the basis of S*s stock 
made on the March 15.1967 sale). 

Example (3). Assume the same facts as 
In example (2), except that P sells 30. 
rather than 10. shares of 8*s stock on De¬ 
cember 31. 1967. The basis of each such 
share Is reduced on such sale by $5. the por¬ 
tion of the basis adjustment attributable to 
each such share. In addition, since the 
affiliation Is broken. P Is treated as dispos¬ 
ing of the remaining 00 shares which It still 
owns. Accordingly. P's basis In each such 
share Is reduced by $5. 

§1.1502-33 Earnings and profit*. 

(a) Intercompany transactions. Oaln 
or loss on an intercompany transaction 
shall be reflected in the earnings and 
profits of a member of the group for its 
taxable year in which such gain or loss is 
taken Into account under § 1.1502-13. 
Thus, for example, gain on a deferred 
Intercompany transaction shall be re¬ 
flected in earnings and profits of a mem¬ 
ber of the group for Its taxable year in 
which such deferred gain is taken into 
account under paragraph (d>. (e>, or 
(f) of 9 1.1502-13. rather than for the 
taxable year In which such gain or loss 
is deferred. 

(b) Effect of basis reduction. The 
c&mlngs and profits of a member of the 
group shall not be affected by the reduc¬ 
tion in the basis of any share of stock or 
any bond or other obligation of another 
member of the group provided for by 
paragraph (a) of 1 1.1502-32. Thus, as¬ 
sume that P Corporation sells the stock 
of its subsidiary S for $20,000 and that 
the basis of such stock In the hands of 
P Is reduced pursuant to paragraph (a) 
of f 1.1502-32 from $16,000 to $14,000. 
Although P recognises a $6,000 gain on 
the sale of such stock, its earnings and 
profits arc Increased by only $4,000. 

<c> Effect of adjustment for excess 
losses of a subsidiary. The earnings and 
profits of a member of the group shall 
not be affected by any amount Included 
in Its income pursuant to 9 1.1502-19. 

(d> Effect of inventory adjustments. 
There shall be reflected in the earnings 
and profits of a member of a group for 
a taxable year gains and losses taken 
into account pursuant to I 1.1502-18 for 
such year. 

(e) Intercompany dividends. Divi¬ 
dend distributions from one member of 
the group to another member of the 
group shall be reflected in the earnings 
and profits of the distributee, notwith¬ 
standing that such distributions are 


eliminated pursuant to paragraph (a) (1) 
of 1 1.1502-14. 

§ 1.1502-34 Special aggregate Mock 
owncruhip rule*. 

For purposes of $1 1.1502-1 through 
1.1502-90, In determining the stock 
ownership of one member of the group 
in another member (the "Issuing corpo¬ 
ration") for purposes of determining the 
application of section 165(g) (3) (A), 332 
(b)(1), 333(b). or 351(a). in a consoli¬ 
dated return year, there shall be in¬ 
cluded stock owned by all other members 
of the group in the issuing corporation. 
Thus, assume that members A, B, and C 
each own 33% percent of the stock Issued 
by D. In such case. A, B, and C shall 
each be treated as meeting the 80-per¬ 
cent stock ownership requirement (or 
purposes of section 332, and no member 
can elect to have section 333 apply. 
Furthermore, the special rule for minor¬ 
ity shareholders In section 337(d) cannot 
apply with respect to amounts received 
by A, B. or C in liquidation of D. 

§ 1.1502-35 l Reserved] 

Special Taxes and Taxpayers 

§ 1.1502—36 Determination of nrnsoli* 
dated net long-term capital gain and 
consolidated net aliort-tenn capital 
lo**, 

(ft) Consolidated net Iona‘term capital 
pain. The consolidated net long-term 
capital gain shall be determined by tak¬ 
ing Into account (1) those gains and 
losses to which paragraph (a)(1) of 
9 1.1502-22 applies which are treated as 
long term under section *222, and (2) the 
consolidated section 1231 net gain 'com¬ 
puted In accordance with 9 1.1502-23). 

<b) Consolidated net short-term 
capital loss. The consolidated net short¬ 
term capital loss shall be determined by 
taking into account (1) those gains and 
losses to which paragraph (a)(1) of 
9 1.1502-22 applies which are treated os 
short term under section 1222. and (2) 
the consolidated net capital loss carry¬ 
overs to the taxable year (as determined 
under paragraph (b) of 9 1.1502-22). 

§§ 1.1502-37 lo 1.1502-71 [Reserved! 

Administrative Provisions and Othtr 
Rules 

§ 1.1502-75 Filing of consolidated re¬ 
turn*. 

<a> Privilege of filing consolidated re¬ 
turns —(1) Exercise of privilege for first 
consolidated return year. Under section 
1501 a group has the privilege of Alins » 
consolidated return in lieu of separate 
returns for the taxable year, provided 
that each corporation which has been a 
member of the group during any part of 
such year consents (In the manner pro¬ 
vided in paragraph (b) of this section) to 
the regulations under section 1502. Ij 
a group wishes to exercise Its privilege oi 
filing a consolidated return, such con¬ 
solidated return must be filed not later 
than the last day prescribed by law (in¬ 
cluding extensions of time) for the filing 
of the common parent's return. Such 
consolidated return may not be with¬ 
drawn after such last day (but the group 
may change the basis of its return at 
time prior to such last day). 
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(2> Continued filing requirement. If a 
group ft lea a consolidated return for the 
taxable year under subparagraph (1) of 
this paragraph, then, until such time as 
separate returns are properly filed under 
the piovisiona of paragraph (c> of this 
section, a consolidated return will be re¬ 
quired for each subsequent taxable year 
durlm: which the group remains in ex¬ 
istence The consolidated return for 
sirth a subsequent year shall be treated 
as the consent to the regulations under 
section 1502 of each corporation which 
was a member of the group during such 
year. 

ib) How consent exercised for first 
consolidated year — (1> General rule. The 
consent of a corporation referred to In 
paragraph (a)(1) of this section shall 
be made by such corporation Joining in 
the making of the consolidated return 
for such year. A corporation shall be 
deemed to have joined in the making of 
such return for such year if it files a Form 
1122 In the manner specified in para¬ 
graph (h) (2) of this section. 

(2) Consent under facts and circum¬ 
stances. If a member of the group fails 
to file Form 1122, the Commissioner may 
under the facts and circumstances de¬ 
termine that such member has Joined in 
the making of a consolidated return by 
such group. The following circum¬ 
stances, among others, will be taken into 
account in making this determination: 

(1) Whether or not the income and de¬ 
ductions of the member were Included 
in the consolidated return; 

<il) Whether or not a separate return 
was filed by the member for that taxable 
year: and 

(ill) Whether or not the member was 
included in the affiliations schedule. 

Form 851, 


If the Commissioner determines that the 
member has Joined in the making of the 
convoluted return, such member shall be 
treated as if it had filed a Form 1122 for 
such year for purposes of paragraph <h> 
<2> of this section. 

<3> Failure to consent due to mistake. 


If any member has failed to join In the 
making of a consolidated return under 
either subparagraph (1) or (2) of this 
paragraph, then the tax liability of each 
member of the group shall be determined 
on the basis of separate returns unless 
th« common parent corporation estab¬ 
lishes to the satisfaction of the Commis¬ 
sioner that the failure of such member to 
Join in the making of the consolidated 
return was due to a mistake of law or 
fact, or to inadvertence. In such case, 
such member ahall be treated as if it had 
filed a Form 1122 for such year for pur¬ 
poses of paragraph (h)(2) of this sec¬ 
tion, and thus joined In the making of 
the consolidated return for such year. 

'O Flection to discontinue filing con¬ 
solidated returns—(l) Good cause—(i) 
In general Notwithstanding that a con- 
ohdated return is required for a taxable 
\ eftr * Commissioner, upon application 
oy the common parent made on or before 
Lhe due date for the filing of the consoll- 
rcturn <not Including extensions 
* e>i may for Wd cause shown 
£?. rmlfis,on a K*oup to discon- 
nue filing consolidated returns. Any 
uc " application shall be made to the 


Commissioner of Internal Revenue, 
Washington. D C . 20224 

<ii) Substantial adverse change in 
law affecting tax liability. Ordinarily, 
the Commissioner will grant a group 
permission to discontinue filing consoli¬ 
dated returns If the net result of all 
amendments to the Code or regulations 
with effective dates commencing within 
the taxable year has a substantial ad¬ 
verse effect on the consolidated tax lia¬ 
bility of the group for such year relative 
to what the aggregate tax liability would 
be if the members of the group filed 
separate returns for such year. Thus, 
for example, assume P and S filed a con¬ 
solidated return for the calendar year 
1966 and that the provisions of the Code 
have been amended by a bill which was 
enacted by Congress in 1966. but which 
is first effective for taxable years begin¬ 
ning on or after January 1, 1967. As¬ 
sume further that P makes a timely ap¬ 
plication to discontinue filing consoli¬ 
dated returns. In order to determine 
whether the amendments have a sub¬ 
stantial adverse effect on the consoli¬ 
dated tax liability for 1967, relative to 
what the aggregate tax liability would 
be if the members of the group filed 
separate returns for 1967, the difference 
between the tax liability of the group 
computed on a consolidated basis and 
taking into account the changes In the 
law effective for 1967 and the aggregate 
tax liability of the members of the group 
computed as If each such member filed 
separate returns for such year (also 
taking Into account such changes) shall 
be compared with the difference between 
the tax liability of such group for 1967 
computed on a consolidated basis with¬ 
out regard to the changes in the law 
effective in such year and the aggregate 
tax liability of the members of the group 
computed as If separate returns had been 
filed by such members for such year 
without regard to the changes in the 
law effective in such year. 

(ill) Other factors. In addition, the 
Commissioner will take into account 
other factors in determining whether 
good cause exists for granting permis¬ 
sion to discontinue filing consolidated 
returns beginning with the taxable year, 
including— 

(a) Changes in law or circumstances 
not related to federal income taxes. 

(b) Changes in the law which are 
first effective in the taxable year and 
which result in a substantial reduction 
in the consolidated net operating loss 
(or consolidated unused investment 
credit) for such year relative to what 
the aggregate net operating losses (or 
investment credits) would be if the mem¬ 
bers of the group filed separate returns 
for such year, and 

(c> Changes in the Code or regula¬ 
tions which are effective prior to the 
taxable year but which first have a sub¬ 
stantial adverse effect on the filing of 
consolidated returns relative to the filing 
of separate returns in such year. 

(2> Discretion of Commissioner to 
grant blanket permission— (1) Permis¬ 
sion to all groups . The Commissioner, 
in his discretion, may grant all groups 
permission to discontinue filing consoli¬ 
dated returns if any provision of the 


Code or regulations has been amended 
and such amendment is of the type which 
could have a substantial adverse effect 
on the filing of consolidated returns by 
substantially all groups, relative to the 
filing of separate returns. Ordinarily, 
the permission to discontinue shall ap¬ 
ply with respect to the taxable year of 
each group which includes the effective 
date of such an amendment. 

<ii> Permission to a class of groups. 
The Commissioner, in his discretion, may 
grant a particular class of groups per¬ 
mission to discontinue filing consolidated 
returns if any provision of the Code or 
regulations has been amended and such 
amendment is of the type which could 
have a substantial adverse effect on the 
filing of consolidated returns by sub¬ 
stantially all such groups relative to the 
filing of separate returns. Ordinarily, 
the permission to discontinue shall apply 
with respect to the taxable year of each 
group within the class which includes 
the effective date of such an amendment. 

(3) Time and manner for exercising 
election. If, under subparagraph (1) or 
(2) of this paragraph, a group has an 
election to discontinue filing consolidated 
returns for any taxable year and such 
group wishes to exercise such election, 
then the common parent must flic a 
separate return for such year on or be¬ 
fore the last day prescribed by law i in¬ 
cluding extensions of time) for the filing 
of the consolidated return for such year 
or the 60th day after the Commissioner 
grants a group permission to discontinue 
filing consolidated returns, whichever oc¬ 
curs later. 

id) When group remains in exist¬ 
ence — II) General rule. A group shall 
be considered as remaining in existence 
if the common parent corporation re¬ 
mains as the common parent and at 
least one subsidiary remains affiliated 
with it. whether or not such subsidiary 
was a member of the group in a prior 
year and whether or not one or more 
corporations have ceased to be subsid¬ 
iaries at any time after the group was 
formed. Thus, for example, assume that 
Individual A forms corporation P. P ac¬ 
quires 100 percent of the stock of cor¬ 
poration S on January 1, 1965, and P 
and S file a consolidated return for the 
calendar year 1965. On May 1, 1966. P 
acquires 100 percent of the stock of 8-1, 
and on July 1,1966. P sells the stock of S 
The group < consisting originally of P and 
8) remains in existence in 1966 since P 
has remained as the common parent and 
at least one subsidiary (now S~1 > re¬ 
mains affiliated with it. 

(2> Common parent no longer in exist¬ 
ence—( 1) Mere change in identity. For 
purposes of this paragraph, the com¬ 
mon parent corporation shall remain as 
the common parent irrespective of a 
mere change In identity, form, or place 
of organization of such common parent 
corporation (see section 368(a)(1)(F)). 

<ii) Transfer of assets to subsidiary. 
The group shall be considered as remain¬ 
ing in existence notwithstanding that the 
common parent is no longer in existence 
if the members of the affiliated group 
succeed to and become the owners of 
substantially all of the assets of such 
former parent and there remains one or 
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more chains of includible corporations 
connected through stock ownership with 
a common parent corporation which Is 
an Includible corporation and which was 
a member of the group prior to the date 
such former parents ceases to exist. 

(ill) Transactions described in section 
381(a) (2). If. Immediately after a reor¬ 
ganization described in section 381(a) 
(Si- 

ta) The acquiring corporation is a 
common parent of a group, and 

<b) The stockholders (immediately 
before the reorganization) of the trans¬ 
feror corporation, as a result of owning 
stock of such corporation, own (immedi¬ 
ately after the reorganization) more 
than 50 percent of the fair market value 
of the outstanding stock of the acquiring 
corporation, 

then any gToup of which the acquiring 
corporation was the common parent Im¬ 
mediately before the reorganization 
shall cease to exist as of the date of dis¬ 
tribution or transfer, and any group of 
which the transferor corporation was 
the common parent immediately before 
the reorganization shah be treated as 
remaining in existence (with the acquir¬ 
ing corporation becoming the common 
parent of the group). Thus, assume 
that P and S comprised group PS (P 
being the common parent) and that P 
was merged into T (the common parent 
of a group composed of T and U) in a 
reorganization in which the sharehold¬ 
ers of P Immediately before the re¬ 
organization, as a result of owning stock 
in P, own 90 percent of the fair market 
value of Ts stock immediately after the 
reorganization. The group of which T 
was the common parent ceases to exist 
as of the date of transfer. The group 
of which P was the common parent is 
treated as continuing in existence with 
T and U being added as members of the 
group, and T taking the place of P as the 
common parent. 

<e) Failure to include subsidiary. If 
a consolidated return Is required for the 
taxable year under the provisions of 
paragraph (a) (2) of this section, the 
Lax liability of all members of the group 
for such year shall be computed on a 
consolidated basis even though— 

(1) Separate returns are filed by one 
or more members of the group, or 

(2) There has been a failure to include 
In the consolidated return the income of 
any member of the group. 

If subparagraph (1) of this paragraph 
applies, the amounts assessed or paid 
upon the basis of separate returns shall 
be considered as having been assessed or 
paid upon the basis of a consolidated 
return. 

If) Inclusion of one or more corpora - 
tions not members of the group—( 1) 
Method of determining tax liability . If 
a consolidated return includes the In¬ 
come of a corporation which was not a 
member of the group at any time during 
the consolidated return year, the tax 
liability of such corporation will be de¬ 
termined upon the basis of a separate 
return (or a consolidated return of an¬ 
other group, if paragraph (a) (2) or (b) 

(3) of this section applies). and the con¬ 
solidated return will be considered as in¬ 


cluding only the income of the corpora¬ 
tions which were members of the group 
during that taxable year. If a consoli¬ 
dated return includes the Income of two 
or more corporations which were not 
members of the group but which consti¬ 
tute another group, the tax liability of 
such corporations will be computed in 
the same manner as if separate returns 
had been made by such corporations un¬ 
less the Commissioner upon application 
approves the making of a consolidated 
return for the other group or unless un¬ 
der paragraph <a)(2) of tills section a 
consolidated return is required for the 
other group- 

(2) Allocation of tax liability. In any 
case In which amounts have been as¬ 
sessed and paid upon the basis of a 
consolidated return and the tax liabil¬ 
ity of one or more of the corporations 
included in the consolidated return is 
to be computed in the manner described 
In subparagraph (1) of this paragraph, 
the amounts so paid shall be allocated 
betw een the group composed of the cor¬ 
porations properly included in the con¬ 
solidated return and each of the cor¬ 
porations the tax liability of w'hlch is 
to be computed on a separate basis (or 
on the basis of a consolidated return of 
another group) in such manner as the 
corporations which were included in the 
consolidated return may, subject to the 
approval of the Commissioner, agree 
upon or in the absence of an agreement 
upon the method used in allocating the 
tax liability of the members of the group 
under the provisions of section 1552(a). 

<g) Computing periods of limitation — 
<1) Income incorrectly included in con¬ 
solidated return. If— 

(1) A consolidated return is filed by a 
group for the taxable year, and 

(U) The tax liability of a corporation 
whose income is included in such re¬ 
turn must be computed on the basis of 
a separate return (or on the basis of a 
consolidated return with another group) * 

then for the purpose of computing any 
period of limitation with respect to such 
separate return (or such other consoli¬ 
dated return), the filing of such consoli¬ 
dated return by the group shall be con¬ 
sidered as the making of a return by 
such corporation. 

(2) Income incorrectly included in 
separate returns. If a consolidated re¬ 
turn is required for the taxable year un¬ 
der the provisions of paragraph (a)(2) 
of this section, the filing of separate re¬ 
turns by the members of the group for 
such year shall not be considered as the 
making of a return for the purpose of 
computing any period of limitation with 
respect to such consolidated return un¬ 
less there is attached to each such sep¬ 
arate return a statement setting forth— 

(i) That the income of the member 
was included In a consolidated return 
filed for the immediately preceding tax¬ 
able year, and 

(U) The reasons for the group’s belief 
that a consolidated return is not required 
for the taxable year. 

<h) Method of filing return and 
forms —(I) Consolidated return made by 
common parent corporation. The con¬ 
solidated return shall be made on 
Form 1120 for the group by the common 


parent corporation. The consolidated 
return, with Form 851 (affiliations sched¬ 
ule) attached, shall be filed with the dis¬ 
trict director with whom the common 
parent would have filed a separate re¬ 
turn. 

(2) Filing of Form 1122 for first year. 
If. under the provisions of paragraph (a) 
(1) of this section, a group wishes to 
exercise its privilege of filing a consoli¬ 
dated return, then a Form 1122 must be 
executed by each subsidiary corporation 
and must be attached to Uie consolidated 
return for such year. In addition, each 
such subsidiary must file a signed copy of 
such Form 1122 on or before the due 
date for the filing of the common par¬ 
ent’s return for such year (including ex¬ 
tensions of time) with the district di¬ 
rector with whom such subsidiary cor¬ 
poration would have filed its separate re¬ 
turn. Form 1122 shall not be required 
for any subsequent taxable year for which 
a consolidated return U required under 
the provisions of paragraph (a) (2) of 
this section. 

(3) Persons qualified to execute re¬ 
turns and forms. Each return or form 
required to be made or prepared by a 
corporation must be executed by the per¬ 
son authorized under section 6062 to ex¬ 
ecute returns of separate corporation*. 

§ 1.1502-76 Taxable year of members 
of group. 

(a) Taxable year of members of 
group —(1) Change to parent's taxable 
year. The consolidated return of a group 
must be filed on the basis of the common 
parent’s taxable year and each subsidiary 
must adopt the common parent's an¬ 
nual accounting period for the first con¬ 
solidated return year for which the sub¬ 
sidiary's income is includible in the con¬ 
solidated return. 

(2) Includible insurance company as 
member of group. If an Includible In¬ 
surance company required by section 843 
to file Us return on the basis of a cal¬ 
endar year is a member of the group and 
If the common parent of such group flies 
its return on the basis of a fiscal year, 
then the first consolidated return which 
Includes the income of such insurance 
company may be filed on the basis of the 
common parent’s fiscal year, provided, 
however, that if such insurance company 
is a member of the group on the last day 
of the common parent’s taxable year all 
members of the group change to a cal¬ 
endar year basis effective immediately 
after the close of such fiscal year 

(b) Income to be included in returns 
for taxable year —(1) Inclusion of in¬ 
come in consolidated return. The con¬ 
solidated return of a group must include 
the income of the common parent for Its 
entire taxable year (excluding any por¬ 
tion of such taxable year for which its 
Income is properly included in the con¬ 
solidated return of another group) and. 
except as provided in subparagraph <5 
of this paragraph, the income of eac) 
subsidiary for the portion of such taxaoie 
year during which it was a member o 

the group. , . . 

(2) Separate return for period not in¬ 
cluded in a consolidated return. If t« 
consolidated return of a group properly 
includes the income of a corporation x 
only a portion of such corporation s la 





Friday , October 1 , 1965 


FEDERAL REGISTER 


12587 


»bk* year < determined without regard to 
a change of Its taxable year under para¬ 
graph <a> of this section), then the 
Income for the portion of such taxable 
year not Included In the consolidated 
return must be Included In a separate 
return (or, If such corporation Is a mem¬ 
ber of another group which file* a con¬ 
solidated return for such portion of such 
year, then tn such consolidated return). 
IT the Income for the portion of the tax¬ 
able year Is included In a separate re¬ 
turn. then such income shall be placed 
on an annual basis pursuant to section 
443(b). 

«3) Examples • The provisions of sub- 
paragraphs <1> and (2) of this para¬ 
graph may be illustrated by the follow¬ 
ing samples: 

Example (I). Corporations X and Y filed 
■eponitc returns for the calendar year 1965. 
As of the close of June 80, 1006. X acquired 
all of the stock of Y IT X files a consoli¬ 
dated return for 1966. it must Include In such 
rsturn Its Income for the entire taxable 
year and the Income of Y for the period 
July 1, 1966, through December 31, 1966. 
Y must include Its income for the period 
January 1, 1966, through June 30, 1966. in a 
separate return. 

Example (I). Corporations P and 8. a 
group of corporations, filed a consolidated 
return for the calendar year 1966. As of the 
dose of June 30, 1966, all of the stock of 
8 was sold to individual A. P must file a 
consolidated return for 1966 Including P*s 
Income for the entire taxable year and the 
Income of 8 for the period January 1, 1966. 
through June 80, 1966. 8 must file a sepa¬ 
rate return for the period July 1. 1966. 
through December 81, 1966. 

Example (J). Assume the same facts as 
In example (2) plus the additional fact that 
as of the close of July 81. 1966. P acquired 
all the stock of corporation T (which filed 
separate returns on the hosts of a fiscal year 
ending November 80), and that P and T filed 
a consolidated return for 1966. P must file 
two consolidated returns for 1966. The con¬ 
solidated return of P and 8 for 1966 must 
Include p's income for the entire taxable 
year, excluding that portion of such year 
(August 1 through December 81) for which 
Its incom# u Includible In the consolidated 
return of P and T. The consolidated return 
af P and T for 1966 must Include P*a Income 
for its entire taxable year, excluding that 
portion of the taxable year (January 1 
through July 31) for which P 4 s Income 1* 
Included In the consolidated return of P 
ww s. and including the income of T for 
P**to4 August 1 through December 31. 
T muat file a separate return for the period 
Uec ^nibcr l. 1966. through July 31, 1966. 


<4) Allocation of income between sej 
arete and consolidated returns. (1) ; 
the taxable Income of a member for 
taxable year (determined without regai 
* a c , h ?^ e of lts yeAr under paragrap 
<*> of this section) must be included I 
Part in a consolidated return and in pa] 
m a separate return (or a consolidate 
return of another group), the taxab 
income to be reported in each such r< 
^ u S ^ U ** determined on the bas 
^ income shown on ita permanci 
^id. (including work papers). 

“ ** income to be reported 1 
t 0 ^« 5 ^/ eturn cannot be clearly di 
rained from the permanent record 

mT^ C °?^ for such taxRbJ e year (detei 
mined without regard to a change of ii 
Near) to be included in each such n 
turn shall be the income for such fu 
taxable year multiplied by a fraction, tt 
No. loo—pt n-4 


numerator of which is the number of days 
for which Its Income Is to be included in 
each such return and the denominator of 
which Is the total number of days In such 
year. 

(5) Period of 30 days or less may be 
disregarded. For purposes of the reg¬ 
ulations under section 1802— 

(1> If within 30 days after the begin¬ 
ning of a corporation's taxable year (de¬ 
termined without regard to the required 
change to the parent's taxable year) it 
becomes a member of a group, then such 
corporation may at Its option be con¬ 
sidered to have become a member of the 
group as of the beginning of the first day 
of such corporation’s taxable year, or 

(ii) If, during a consolidated return 
year of a group, a corporation (other 
than a corporation created or organized 
In such year by a member of the group) 
has been a member of such group for a 
period of 30 days or less, then such cor¬ 
poration may at its option be considered 
as not having been a member of the 
group during such year. 

(6) Examples. The provisions of sub- 
paragraph (5) of this paragraph may be 
illustrated by the following examples: 

Example (f). Corporation P, a common 
parent corporation, filed a consolidated re¬ 
turn for the calendar year 1966. Aa of Uie 
close of July 14. 1966, P acquired all of the 
stock of corporation 8. 8 filed Ita separate 
returns on the basis of the fiscal year ending 
Jane 30. P file* a consolidated return for 
1966. Since 8 became a member of the group 
within 30 days after the beginning of ita tax¬ 
able year. 8 may at lu option Include 1U In¬ 
come in such consolidated return for the pe¬ 
riod July 1.1966 (the beginning of its taxable 
year), through December 31, 1966. in lieu of 
the period July 18. 1966, through December 
81. 1966. 

Example ( 2 ). Assume the same facts aa 
in example (1) except that P acquired all or 
the stock of 8 as of the close of December 14. 
1966. Since 8 has been a member of the 
group for a period of 30 days or leas during 
the group's calendar year 1966. 8 may at its 
option not include any of tta income In the 
consolidated return filed for 1966. 

(c) Time for making separate returns 
for periods not included in consolidated 
return —(1) Consolidated return filed by 
due date for separate return . If the 
group has filed a consolidated return on 
or before the due date for the filing of 
a subsidiary's separate return (including 
extensions of time and determined with¬ 
out regard to any change of Its taxable 
year required under paragraph (a) of 
this section), then the separate return 
for any portion of the subsidiary's tax¬ 
able year for which its income 1s not in¬ 
cluded in the consolidated return of the 
group must be filed no later than the due 
date of such consolidated return (includ¬ 
ing extensions of time). 

(2) Consolidated return not filed by 
due date for separate return . If the 
group has not filed a consolidated return 
on or before the due date for the filing 
of a subsidiary corporation's separate 
return (including extensions of time and 
determined without regard to any change 
of its taxable year required under para¬ 
graph (a) of tills section), then on or 
before such due date such subsidiary may 
make a separate return for the portion 
of its taxable year for which its Income 
would not be Included in a consolidated 


return if such a return were filed, or It 
may make a separate return for its com¬ 
plete taxable year. However, if a sep¬ 
arate return is filed for such portion of 
its taxable year and the group subse¬ 
quently does not file a consolidated re¬ 
turn, such subsidiary corporation shall 
file a substituted return for its complete 
taxable year not later than the due date 
(including extensions of time) prescribed 
for the filing of the common parent's 
return. On the other hand, if the re¬ 
turn is filed for the subsidiary's complete 
taxable year and the group later makes 
a consolidated return, such subsidiary 
must file an amended return not later 
than the due date (including extensions 
of time) for the filing of the consolidated 
return of the group. Such amended re¬ 
turn shall be for that portion of such 
subsidiary's taxable year which is not 
included in the consolidated return. If. 
under the provisions of this subpara¬ 
graph. a substituted return must be filed, 
then the return previously filed shall not 
be considered a return within the mean¬ 
ing of section 6011 . If. under the provi¬ 
sions of this subparagraph, a substituted 
or amended return must be filed, then, 
for purposes of sections 6513(a) and 
6601(a), the last dale prescribed for pay¬ 
ment of tax shall be the due date (not 
including extensions of time) for the 
filing of the subsidiary's separate return 
(determined without regard to this sub- 
paragraph and without regard to any 
change of its taxable year required under 
paragraph (a) of this section). 

(3) Examples. The provisions of this 
paragraph may be Illustrated by the fol¬ 
lowing examples: 

Example (J). Corporation P. which filed 
a separate return for the calendar year 1966. 
acquires all of the stock of corporation 8 aa 
of tho close of December 31. 1066. Corpora¬ 
tion 8 reports Its Income an the basis of a 
fiscal year ending March 31. On Juno 18. 
1967. the due date for the filing of a separate 
return by 8 (assuming no extensions of 
time), a consolidated return has not been 
filed for the group (P and 8), On such date 
8 may either file a return far the period 
April 1, 1966, through December 81. 1966, or 
It may file a return for the complete fiscal 
year ending March 31. 1967. It It files a 
return for the short period ending December 
31, 1966, and If the group elects not to file 
a consolidated return for the calendar year 
1967, 8. on or before March 18. 1968 (the due 
date of P‘s return, assuming no extensions 
of time), must file a substituted return 
for the oomplete fiscal year ending March 31. 
1967, In lieu of the return previously filed for 
tho short period. Interest Is computed from 
June 15. 1967. 

Example (2). Assume the same facts as 
In example (1) except that corporation P 
acquires all of tho stock of corporation 8 
at the close of September 30. 1967, and that 
P files a consolidated return for the group 
for 1967 on March 15, 1968 (not having ob¬ 
tained any extensions of time). Since a 
consolidated return has been filed on or be¬ 
fore the due date (June 15. 1968) for the fil¬ 
ing of the separate return for the taxable 
year ending March 31, 1968, the return of 8 
for the short taxable year beginning April 
1 , 1967, and ending September 30. 1967. 
should be filed no later than March 15, 1968 

(d> Taxable year of less than 12 
months. Any period of leas than 12 
months for which either a separate re¬ 
turn or a consolidated return is filed un- 
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dcr the provision* of this section shall 
he considered as a separate taxable year. 

g 1*1502-77 Common parent agent for 
subsidiaries. 

<a> Scone of agency of common parent 
corporation . The common parent, for 
all purposes other than the making of 
the consent required by paragraph 
<a)<l> of | 1.1502-75. shall be the sole 
agent for each subsidiary In the group, 
duly authorized to act in Its own name In 
all matters relating to the tax liability 
for the consolidated return year. No 
subsidiary shall have authority to act 
for or to represent Itself in any such mat¬ 
ter. For example, any election available 
to a subsidiary corporation in the com¬ 
putation of its separate taxable income 
must be made by the common parent, as 
must any change In an election previously 
made by the subsidiary corporation; all 
correspondence will be carried on directly 
with the common parent; the common 
parent shall file for all extensions of time 
including extensions of time for pay¬ 
ment of tax under section 6104; notices 
of deficiencies will be mailed only to the 
common parent, and the mailing to the 
common parent shall be considered as a 
mailing to each subsidiary in the group; 
notice and demand for payment of taxes 
will be given only to the common parent 
and such notice and demand will be con- 
sldered as a notice and demand to each 
subsidiary; the common parent will file 
petitions and conduct proceedings before 
the Tax Court of the United States, and 
any such petition shall be considered as 
also having been filed by each such sub¬ 
sidiary. The common parent will file 
claims for refund or credit, and any re¬ 
fund will be made directly to and in the 
name of the common parent and will dis¬ 
charge any liability of the Government 
In respect thereof to any such subsid¬ 
iary; and the common parent in Its 
name will give waivers, give bonds, and 
execute closing agreements, offers in 
compromise, and all other documents, 
and any waiver or bond so given, or 
agreement, offer in compromise, or any 
other document so executed, shall be con¬ 
sidered as having also been given or exe¬ 
cuted by each such subsidiary. Notwith¬ 
standing the provisions of this para¬ 
graph, any notice of deficiency, in respect 
of the tax for a consolidated return year, 
will name each corporation which was a 
member of the group during any part of 
such period (but a failure to include the 
name of any such member will not affect 
the validity of the notice of deficiency as 
to the other members); any notice and 
demand for payment will name each 
corporation which was a member of the 
group during any part of such period 
(but a failure to include the name of any 
such member will not affect the validity 
of the notice and demand as to the other 
members); and any levy, any notice of 
a lien, or any other proceeding to col¬ 
lect the amount of any assessment, after 
the assessment has been made, will name 
the corporation from which such collec¬ 
tion is to be made. The provisions of 
this paragraph shall apply whether or 
not a consolidated return is made for any 
subsequent year, and whether or not one 
or more subsidiaries have become or have 


ceased to be members of the group at any 
time. Notwithstanding the provisions 
of this paragraph, the district director 
may. upon notifying the common parent, 
deal directly with any member of the 
group in respect of its liability, in which 
event such member shall have full au¬ 
thority to act for itself. 

(b) Notification of deficiency to cor- 
poration which has ceased to be a mem¬ 
ber of the group. If a subsidiary has 
ceased to be a member of the group and 
if such subsidiary files wrritten notice 
of such cessation with the district direc¬ 
tor with whom the consolidated return 
is filed, then such district director upon 
request of such subsidiary will furnish 
it with a copy of any notice of deficiency 
In respect of the tax for a consolidated 
return year for which it was a member 
and a copy of any notice and demand for 
payment of such deficiency. The filing 
of such written notification and request 
by a corporation shall not have the ef¬ 
fect of limiting the scope of the agency 
of the common parent provided for in 
paragraph (a) of this section and a 
failure by such district director to com¬ 
ply with such written request shall not 
have the effect of limiting the tax lia¬ 
bility of such corporation provided for 
In g 1.1502-6. 

(c) Effect of i caiver given by common 
parent. An agreement entered Into by 
the common parent extending the time 
within which an assessment may be 
made or levy or proceeding in court be¬ 
gun In respect of the tax for a consoli¬ 
dated return year shall be applicable— 

(1) To each corporation which was 
a member of the group during any part 
of such taxable year, and 

<2> To each corporation the Income 
of which was included in the consolidated 
return for such taxable year, notwith¬ 
standing that the tax liability of any 
such corporation is subsequently com¬ 
puted on the basis of a separate return 
under the provisions of I 1.1502-75, 

<d> Effect of dissolution of common 
parent corporation. If the common 
parent corporation contemplates dissolu¬ 
tion. or is about to be dissolved, or If for 
any other reason its existence is about to 
terminate, it shall forthwith notify the 
district director with whom the consoli¬ 
dated return is filed of such fact and des¬ 
ignate. subject to the approval of such 
district director, another member of the 
group to act as agent In its place to the 
same extent and subject to the same con¬ 
ditions and limitations as are applicable 
to the common parent. If the notice 
thus required Is not given by the common 
parent, the remaining members of the 
group may. subject to the approval of 
such district director, designate another 
member of the group to act as such 
agent, and notice of such designation 
shall be given to such district director. 
Until a notice in writing designating a 
new agent has been received by such dis¬ 
trict director, any notice of deficiency or 
other communication mailed to the com¬ 
mon parent shall be considered as having 
been properly mailed to the agent of the 
group; or. If such district director has 
reason to believe that the existence of 
the common parent has terminated, he 
may, if he deems it advisable, deal di¬ 


rectly with any member of the group in 
respect of its liability. 

| 1.1502-78 Tentative rirryback adjun- 
menu. 


(a) General rule. If a group sustains 
a consolidated net operating loss for any 
taxable year, then any application under 
section 6411 for a tentative carryback 
adjustment of the taxes for a consoli¬ 
dated return year or years preceding the 
loss year shall be made by the common 
parent corporation to the extent such 
consolidated net operating loss is not ap¬ 
portioned to a corporation for a separate 
return year pursuant to paragraph (a) 
of 1 1.1502-79. In the case of the portion 
of a consolidated net operating loss to 
which the preceding sentence does not 
apply, and in the case of a net operat¬ 
ing loss sustained in a separate return 
year which may be carried back to a con¬ 
solidated return year, the corporation or 
corporations to which any such loss is 
attributable shall moke any application 
under section 6411. 

(b) Special rules —(1) Payment of re¬ 
fund. Any refund allowable under an 
application referred to in paragraph a) 
of this section shall be made directly to 
and In the name of the corporation filing 
the application, except that in all cases 
where the loss is deducted from the con¬ 
solidated taxable Income of a consoli¬ 
dated return year, any refund shall be 
made directly to and In the name of the 
common parent corporation. The pay¬ 
ment of any such refund shall discharge 
any liability of the Government with re¬ 
spect to such refund. 

(2) Several liability. If a group filed 
a consolidated return for a taxable year 
for which there was an adjustment by 
reason of on application under section 
6411, and If a deficiency Is assessed 
against such group under section 6213 
(b) (2). then each member of such group 
shall be severally liable for such defi¬ 
ciency including any Interest or penalty 
assessed in connection with such defi¬ 
ciency. 

(c) Examples. The provisions of par¬ 
agraphs (a) and <b) of this section may 
be Illustrated by the following examples: 


trample (1). Corporation* P. 8, and 8-1 
Lied a consolidated return for the calendar 
war 1966. P. 8. and 8-1 also filed a con- 
dictated return for the calendar year 1969. 
rho group Incurred a consolidated net op¬ 
erating lose In 1969 attributable to S-l which 
nay be carried back to 1966 a a a consolidated 
let operating lo« carryback. If a tentative 
carryback adjustment la desired. P, the oenm- 
non parent, must file an application under 
wctlon 6411 and any refund will be made 
o P. 

trample (2). Assume the same facts as 
n example (1) except that P. 8. and 8-1 Mw 
leparate returns for the calendar year 1969. 
>ven though they were members of the same 
jroup for such year. 8-1 incurred a net 
>pemt ing loss in 1060 which ma y be earned 
jack to 1966. If a tentative carryback ad- 
usunent is desired, 8-1 must file an applies- 
Jon under section 6411 and any refund from 
tuch application will be made to P. 

trample (3). Corporations X, Y. and z 
lied a consolidated return for the CO OTW 
•ear 1966. Z ceased to be a member of tns 
poup in 1967. Z filed a separate return for 
1966 whUo X and Y filed a ConeoUdaved 
eturn for such year. The group In^urr**! 
consolidated net operating loss in.1968 at 
Tlbutable to Y. which may be carried bacx 
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to 1966- z aUo incurred a net operating 
Xxai (or 1968 which may be carried back to 
lde6. If a tentative carryback ad Jim tine nt la 
cintmr<3 with respect to the consolidated net 
opera*tng lass, X. the common parent, must 
Ale an application under section 6411. If 
a tentative carryback adjustment la desired 
with respect to Z’s loss, Z must file an appli¬ 
cation Any refunds attributable to either 
Application will be made to X. If an assces- 
tnein u made under section 6213(b) (2) to 
recover on excessive tentative allowance made 
W tth ro.pect to calendar year 1966. X. T, and 
Z arc n' Verally liable for such assessment. 

[xavipIt (4). Corporations L and M filed 
s consolidated return for the calendar year 
1966 Corporation N filed a separate return 
(or such year. Later, N became a member of 
the group and filed a consolidated return 
with the group for the calendar year 1968. 
The group Incurred a consolidated net oper¬ 
ating iocs in 1968 attributable to N which 
may be carried back to N’s separate return 
for I960. If a tentative carryback adjust¬ 
ment U desired. N must file an application 
under section 6411 and any refund will be 
mode directly to N, 


§ 1.1302-79 Separate return year*. 

(a) Carryover and carryback of con¬ 
solidated net operating losses to sepa¬ 
rate return years —(1) In general. If a 
consolidated net operating loss can be 
carried under the principles of section 
172* b> and paragraph (b) of l 1.1502-21 
to a separate return year of a corpora¬ 
tion (or could have been so carried if 
such corporation were in existence) 
which was a member of the group in the 
year in which such loss arose, then the 
portion of such consolidated net operat¬ 
ing loss attributable to such corporation 
(as determined under subparagraph (4) 
of tills paragraph) shall be apportioned 
to such corporation (and any successor 
to such corporation in a transaction to 
which section 381(a) applies) and shall 
be a net operating loss carryover or 
carryback to such separate return year; 
accordingly, such portion shall not be 
included in the consolidated net operat¬ 
ing loss carryovers or carrybacks to the 
equivalent consolidated return year. 
Thus, for example, if a member filed a 
separate return for the third year pre¬ 
ceding a consolidated return year In 
which a consolidated net operating loss 
was sustained and if any portion of such 
loss is apportioned to such member for 
•och separate return year, such portion 
may not be carried back by the group to 
its third year preceding such consoli¬ 
dated return year. 

(2) Nonapportionment to certain 
members not in existence. Notwith¬ 
standing subparagraph <1) of this para- 
traph. the portion of a consolidated net 
operating loss attributable to a member 
~~ be apportioned to a prior sepa- 
tkh' return year for which such member 
JJ* not existence and shall be in- 
*** consolidated net operating 
equivalent consoll- 
QAiod return year of the group (or. If 
ben equivalent year Is a separate return 
*** common parent, then to such 
[ cturn yeftr> - Provided that 
guctoimember was a member of the group 
ImmcdUtely after its organization. 

j) Apportionment to members whose 
suh * 5 worthless. Notwithstanding 
X 5£2*£f a ‘ 0( *}}* Paragraph. If 
a mem **r of the group 
' J by other members becomes wholly 


worthless (within the meaning of sec¬ 
tion 165(g)) in a taxable year, then the 
portion of any consolidated net operat¬ 
ing low (for such year or any prior year) 
attributable to such member shall be 
apportioned to it for subsequent taxable 
years. Such portion shall be treated as 
a loss sustained in a separate return 
limitation year and accordingly shall be 
included In the consolidated net operat¬ 
ing loss carryovers to such subsequent 
taxable years of the group only to the 
extent provided in paragraph (c) of 
! 1.1502-21. 

(4) Portion of consolidated net oper¬ 
ating loss attributable to a member. 
The portion of a consolidated net op¬ 
erating loss attributable to a member of 
& group is an amount equal to the con¬ 
solidated net operating loss multiplied 
by a fraction, the numerator of which 
is the separate net operating loss of such 
corporation, and the denominator of 
which is the sum of the separate net 
operating losses of all members of the 
group in such year having such losses. 
For purposes of this subparagraph, the 
separate net operating loss of a member 
of the group shall be determined under 
$ 1.1502-12 (except that no deduction 
shall be allowed under section 242), ad¬ 
justed for the following items taken into 
account In the computation of the con¬ 
solidated net operating loss: 

(i> The portion of the consolidated 
dividends received deduction, the con¬ 
solidated charitable contributions deduc¬ 
tions, and the consolidated section 247 
deduction, attributable to such member; 

(ii> Such member's net capital gain 
(determined without regard to any net 
capital loss carryover attributable to 
such member); 

(ill) Such member’s net capita) loss 
and section 1231 net loss, reduced by the 
portion of the consolidated net capital 
loss attributable to such member (as 
determined under paragraph (b)(2) of 
this section); and 

(iv) The portion of any consolidated 
net capital loss carryover attributable to 
such member which Is absorbed in the 
taxable year. 

(5) Example . The provisions of this 
paragraph may be illustrated by the fol¬ 
lowing example: 

Example. (1) Corporation P was farmed 
oti January 1, 1966. P filed a separate re¬ 
turn for the calendar year 1066. On March 
15, 1067. P formed corporation 8. P and 8 
filed a consolidated return for 1067. On 
January 1. 1968. P purchased all the stock 
of corporation T. which had been formed In 
1067 and hod filed a separate return for its 
taxable year ending December 31. 1067. 

(\l) P. 8, and T Join In the filing of a con¬ 
solidated return for 1068. which return re¬ 
flects a consolidated net operating loos of 
$11,000. $2,000 of such consolidated net 
operating loss Is attributable to P, $3,000 to 
Si and $6,000 to T. Such apportionment of 
the consolidated net operating loss was made 
on the basis of the separate net operating 
losses of each member os determined under 
subparagraph (4) of this paragraph. 

(Ui) $5,000 of the 1968 consolidated net 
operating loss can be carried back to P*s 
separate return for 1066. Such amount Is 
the portion of the consolidated net operating 
loos attributable to P and 8. Even though 
8 was not tn existence In 1966. the portion 
attributable to 8 can be carried back to P's 
separate return year, since 8 (unlike T) was 


a member of the group immediately after Its 
organization. The 1068 consolidated net 
operating )om con be carried back against 
the group's Income in 1967 except to the 
extent (is.. $6,000) that it Is apportioned to 
T for Its 1067 separate return year and to 
the extent that It was absorbed In P*s 1966 
separate return year. The portion of the 
1068 consolidated net operating loss attribut¬ 
able to T ($6,000) Is a net operating loss 
carryback to its 1967 separate return. 

(b> Carryover of consolidated net 
capital loss to separate return years — 
(1) In general. If a consolidated net 
capital loss can be carried under the 
principles of section 1212 (a) and para¬ 
graph ib) of § 1.1502-22 to a separate 
return year of a corporation (or could 
have been so carried if such corporation 
were in existence) which was a member 
of the group in the year In which such 
consolidated net capita) loss arose, then 
the portion of such consolidated net 
capital loss attributable to such corpo¬ 
ration (as determined under subpara¬ 
graph (2) of this paragraph) shall be 
apportioned to such corporation (and 
any successor to such corporation in a 
transaction to which section 381(a) 
applies) under the principle* of para¬ 
graph (a) (1), (2) and (3) of this section 
and shall be a net capital loss carryover 
to such separate return year. 

(2) Portion of consolidated net capital 
loss attributable to a member. The por¬ 
tion of a consolidated net capital loss 
attributable to a member of a group Is 
an amount equal to such consolidated 
net capital loss multiplied by a fraction, 
the numerator of which is the net capital 
loss of such member, and the denomi¬ 
nator of which is the sum of the net 
capital losses of those members of the 
group having net capital losses. For 
purposes of this subparagraph, the net 
capital loss of a member of the group 
shall be determined by taking Into ac¬ 
count the following: 

(1) Such member’s net capital gain or 
loss (determined without regard to any 
net capital loss carryover); and 

(ii) Such member’s section 1231 net 
loss, reduced by the portion of the con¬ 
solidated section 1231 net loss attribut¬ 
able to such member. 

(c) Carryover and carryback of con¬ 
solidated unused credit to separate re¬ 
turn years —(1) In general. If a con¬ 
solidated unused credit can be carried 
under the principles of section 46(b) and 
paragraph (b) of 1 1.1502-3 to a separate 
return year of a corporation (or could 
have been so carried If such corporation 
were in existence) which was a member 
of the group in the year in which such 
unused credit arose, then the portion of 
such consolidated unused credit attribut¬ 
able to such corporation (as determined 
under subparagraph (2) of this para¬ 
graph) shall be apportioned to such cor¬ 
poration (and any successor to such 
corporation in a transaction to which 
section 381(a) applies) under the prin¬ 
ciples of paragraph (a) (1) and (2) of 
this section and shall be an investment 
credit carryover or carryback to such 
separate return year. 

(2) Portion of consolidated unused 
credit attributable to a member —(i) In¬ 
vestment credit carryback. In the case 
of a consolidated unused credit w*hlch 
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Is an Investment credit carryback, the 
portion of such consolidated unused 
credit attributable to a member of the 
group is an amount equal to such con¬ 
solidated unused credit multiplied by a 
fraction, the numerator of which is the 
credit earned of such member for the 
consolidated unused credit year, and the 
denominator of which is the consolidated 
credit earned for such unused credit year. 

<U> Investment credit carryover. In 
the case of a consolidated unused credit 
which is an investment credit carryover, 
the portion of such consolidated unused 
credit attributable to a member of the 
group is an amount equal to such con¬ 
solidated unused credit multiplied by a 
fraction, the numerator of which Is the 
credit earned with respect to any section 
38 property placed in service in the con¬ 
solidated unused credit year and owned 
by such member (whether or not placed 
In service by such member) at the close 
of the last day as of which the taxable 
Income of such member is included In a 
consolidated return filed by the group, 
and the denominator of which is the con¬ 
solidated credit earned for such unused 
credit year. 

(d) Carryover and carryback of con¬ 
solidated unused foreiQn tax —Cl) In 
general . If a consolidated unused for¬ 
eign tax can be carried under the prin¬ 
ciples of section 904(d) and paragraph 
(e) of 4 1.1503-4 to a separate return year 
of a corporation (or could have been so 
carried if such corporation were In ex¬ 
istence) which was a member of the 
group in the year in which such unused 
foreign tax arose, then the portion of 
such consolidated unused foreign tax at¬ 
tributable to such corporation (as deter¬ 
mined under subparagraph (2) of this 
paragraph) shall be apportioned to such 
corporation (and any successor to such 
corporation in a transaction to which 
section 381(a) applies) under the prin¬ 
ciples of paragraph (a) (l) and (2) of 
this section and shall be deemed paid 
or accrued In such separate return year 
to the extent provided in section 904(d). 

(2) Portion of consolidated unused 
foreign tax attributable to a member. 
The portion of a consolidated unused 
foreign tax for any year attributable to 
a member of a group is an amount equal 
to such consolidated unused foreign tax 
mulUpled by a fraction, the numerator 
of which is the foreign taxes paid or 
accrued for such year (including those 
taxes deemed paid or accrued, other than 
by reason of section 904 'd>) to each 
foreign country or possession (or to all 
foreign countries or possessions if the 
overall limitation is effective) by such 
member, and the denominator of which 
is the aggregate of all such taxes paid 
or accrued for such year (including those 
taxes deemed paid or accrued, other than 
by reason of section 904(d)) to each 
such foreign country or possession (or 
to all foreign countries or possessions if 
the overall limitation is effective) by all 
the members of the group. 

(c) Carryover of consolidated excess 
charitable contributions to separate re¬ 
turn years —(1) In general. If the con¬ 
solidated excess charitable contributions 
for any taxable year can be carried un¬ 
der the principles of section 170(b)(2) 


and paragraph (b) of 4 1.1502-24 to a 
separate return year of a corporation (or 
could have been so carried if such cor¬ 
poration were in existence) which was 
a member of the group in the year in 
which such excess contributions arose, 
then the portion of such consolidated 
excess charitable contributions attribut¬ 
able to such corporation (as determined 
under subparagraph (2) of this para¬ 
graph) shall be apportioned to such cor¬ 
poration (and any successor to such 
corporation in a transaction to which 
section 381(a) applies) under the prin¬ 
ciples of paragraph (a) (1) and (2) of 
this section and shall be a charitable 
contribution carryover to such separate 
return year. 

(2) Portion of consolidated excess 
charitable contributions attributable to 
a member. The portion of the consoli¬ 
dated excess charitable contributions 
attributable to a member of a group Is 
an amount equal to such consolidated ex¬ 
cess contributions multiplied by a frac¬ 
tion, the numerator of which Is the 
charitable contributions paid by such 
member for the taxable year, and the 
denominator of which is the aggregate 
of ail such charitable contributions paid 
for such year by all the members of the 
group. 

<f) Intercompany transactions —(1) 
Intercompany transactions other than 
deterred intercompany transactions. In 
certain cases a member of the group must 
take Into account in a separate return 
year an item of Income or a deduction 
which It otherwise would have taken into 
account in earlier consolidated return 
years. See paragraph <b> (2) of 1 1.1502- 
13. 

(2) Deferred intercompany transac¬ 
tions. See paragraphs (d). (e). and (f) 
of 4 1.1502-13 for rules with respect to 
restoration of deferred gains and losses 
In separate return years. 

5 1.1302-80 Applicability of other pro- 
vision* of law. 

The Code, or other law, shall be appli¬ 
cable to the group to the extent the regu¬ 
lations do not exclude its application. 
Thus, for example, in a transaction to 
which section 381(a) applies, the ac¬ 
quiring corporation will succeed to the 
tax attributes described in section 381 
(c). Furthermore, sections 482 and 269 
apply for any consolidated return year. 

Regulations Applicable to Taxable 
Years Prior to January 1.1966 

§ 1.1302-0 A Introductory. 

The regulations prescribed under sec¬ 
tion 1502 of the Internal Revenue Code 
of 1954 are applicable in the case of all 
corporations (with certain statutory ex¬ 
ceptions) to taxable years beginning 
after December 31. 1953, and ending 
after August 16. 1954, and with respect 
to such taxable years, the regula tions 
under section 1502 supersede 26 CFR 
(1939) part 24 (Regulations 129). Any 
provision of the regulations under such 
section, the applicability of which is 
stated In terms of a specific date (occur¬ 
ring after December 31.1953) or In terms 
of taxable years ending after a specific 
date (occurring after December 31, 
1953), shall apply to taxable years end¬ 


ing after such specific date. Each such 
provision shall in t he ca se of a taxable 
year subject to 26 CFR (1939) part 24 
(Regulations 129), be deemed included In 
26 CTO (1939) part 24 (Regulations 129) 
but shall be applicable only to taxable 
years ending after such specific date. 
The provisions of 26 CFR (1939) part 24 
(Regulations 129). superseded by provi¬ 
sions of the regulations under section 
1502, the applicability of which is stated 
In terms of a specific date (occurring 
after December 31,1953) shall be deemed 
to be included In the regulations under 
such section but shall be applicable only 
to the period prior to the taking effect of 
the corresponding provision of the regu¬ 
lations under such section. 

g 1 . 1502 — 1 A Pririlrgr of milking con¬ 
solidated return*. 

(a) Section 1501 gives to the corpo¬ 
rations of an affiliated group the privi¬ 
lege of making a consolidated Income tax 
return for the taxable year in lieu of 
separate returns. This privilege Is given, 
however, upon the condition that all 
corporations which have been members 
of the affiliated group at any time during 
the taxable year for which the return Is 
made consent to the regulations under 
section 1502 applicable to such taxable 
year and any amendments thereof duly 
prescribed prior to the last day pre¬ 
scribed by law for the filing of the re¬ 
turn; and the making of the consolidated 
return is considered as such consent. 

(b) With respect to a taxable year to 
which 26 CFR (1939) Part 24 (Regula¬ 
tions 129) .as amended by the regulations 
under section 1502 Is applicable, the reg¬ 
ulations to which consent Is made are 
those in 26 CFR (1939) Part 24 (Regula¬ 
tions 129). as amended, and as further 
amended by the regulations under such 
section. With respect to a taxable year 
to which the regulations under section 
1502 are applicable, the regulations to 
which consent is made are the regula¬ 
tions under such section as change d to 
the extent that portions of 26 CFR 
(1939) Part 24 (Regulations 129) are 
applicable. For example. In the case of 
a fiscal year ending October 31.1954, the 
Internal Revenue Code of 1939 and 26 
CFR (1939) Part 24 (Regulations 129> 
are applicable to a consolidated return 
filed for such year. In such case, if the 
first distribution in pursuance of a plan 
of complete liquidation of a member of 
the affiliated group occurs on or after 
June 22, 1954. 4 U502-38A is appllcabiC 
in lieu of 26 CFR (1939) 24.38 (Regula¬ 
tions 129). On the other hand, if such ft 
distribution occurs before June 22. 1954. 
26 CFR (1939) 24.38 (Regulations 129> 
is applicable. Similarly, in the Cftse * 
return filed for the calendar year 1954. 
the Internal Revenue Code of 1954 ana 
the regulations under section 1502 *** 
applicable. In such case, if the first 
distribution in pursuance of a plan P 1 
complete liquidation of a member of uv 
affiliated group occurs prior to June 22, 
1954 . 26 CFR (1939) 24.38 (Regulations 
129) Is applicable in lieu of 4 1.1502-38* 
If such distribution occurs on or after 
June 22. 1954. 5 1.1502-38A Is appUcaj^ 

<c> The last day prescribed by 
for the filing of the return Include* tne 
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last day of the period of any extension 
of time granted by the Commissioner. 

i!) The tax liability of the members 
of the affiliated group for the taxable 
year Involved will be determined In ac¬ 
cordance with the provisions of the reg¬ 
ulations to which consent Is given and 
without regard to any changes of the 
rule? therein prescribed made subsequent 
to the last day prescribed by law for 
the filing of the return tor such year. 


£ 1.1302— 2A Definition*. 

.»> Code. The term "Code* means 
the Internal Revenue Code of 1354 and 
the sections of statutory law referred to 
in the regulations under section 1502 
unless otherwise stated, arc sections of 
that Code. 

<b) Affiliated croup. (1) The term 
“affiliated group” is defined in section 
1504 and includes the common parent 
corporation and every other corporation 
for the period during which such corpo¬ 
ration is a member of the affiliated group 
within the meaning of such section. It 
does not include any corporation which 
Is not an “Includible corporation” as de¬ 
fined by section 1504(b). An Includible 
corporation is defined by such section to 
mean any corporation, except— 

(1) A corporation exempt under sec- 
tion 501 from the taxes imposed by sub¬ 
title A; 

(li) An insurance company subject to 
taxation under section 802 or 821 (except 
as provided In section 1504(c)): 

(ill) A foreign corporation (except as 
provided in section 1504(d)); 

(iv) A corporation entitled to the ben¬ 
efits of section 931 by reason of receiv¬ 
ing a large percentage of its income from 
sources within possessions of the United 
States; 

(v) A corporation organized under the 
China Trade Act of 1922 (15 U.S.C. ch. 

4); 

(vi) A regulated Investment company 
or a real estate investment trust subject 
to tax under subchapter M. chapter 1 

of the Code; 

<vii) An unincorporated business en¬ 
terprise subject to tax as a corporation 
under section 1361: and 

(vili) For periods before September 
24. 1959, an electing small business cor¬ 
poration as defined in section 1371 (b). 


The consolidated income tax return musl 
include every Includible corporator 
which, under the provisions of sectlor 
1504 , is a member of the affiliated group 
No corporation which Is connected bj 
ownership with an affiliated group 
of includible corporations through a non- 
includible corporation may be included 
in the consolidated return of such group 
j. 1 } po case may a consolidated return be 
by subsidiary corporations as ac 
affiliated group unless the common par- 
22; corporation through which the sub¬ 
sidiaries are connected is a member ol 
w group. For instance, there will not 
m an affiliated group twe 
domestic Industrial corporations, the 
common parent corporation of which Is 
investment company subject 
£.1 part *• subchapter M, chap¬ 

ter x of the Code. 

< 3 >J* lnsurance company subject to 
*** under section 831 la an Includible 


corporation and may be included in an 
affiliated group, together with corpora¬ 
tions other than Insurance companies 
taxable under section 802 or 821. Insur¬ 
ance companies subject to tax under sec¬ 
tion 802 or 821 are not Includible corpo¬ 
rations under section 1504(b). Under 
section 1504(c). however, a domestic in¬ 
surance company taxable under section 
802 may be included in an affiliated 
group comprised solely of other domestic 
insurance companies taxable under sec¬ 
tion 802; it may not be Included in an 
affiliated group with other corporations. 
An affiliated group of domestic insurance 
companies taxable under section 802 may 
not Include a domestic insurance com¬ 
pany taxable under section 821 or 831. 

(3) In the case of a domestic corpo¬ 
ration owning or controlling, directly or 
Indirectly, 100 percent of the capital 
stock (exclusive of directors’ qualifying 
shares) of a corporation organized under 
the laws of Canada or of Mexico and 
maintained solely for the purpose of 
complying with the laws of such country 
as to title and operation of property, 
such foreign corporation may. at the 
option of the domestic corporation, be 
treated for Income tax purposes as a 
domestic corporation. The option to 
treat such foreign corporation as a do¬ 
mestic corporation so that it may be 
included in a consolidated return must 
be exercised at the time of making the 
consolidated return, and cannot be exer¬ 
cised at any time thereafter. If the elec¬ 
tion is exercised to treat such foreign 
corporation as a Homcstic corporation, 
it must be included In the consolidated 
return of the affiliated group of which It 
Is a member for each consecutive year 
thereafter for which such group makes 
or is required to make a consolidated 
return. 

(4) An affiliated group of corpora¬ 
tions. within the meaning of section 
1504. Is formed at the time that the 
common parent corporation, which Is 
an includible corporation, becomes the 
owner directly of stock possessing at 
least 80 percent of the voting power of 
all classes of stock and at least 80 per¬ 
cent of each class of nonvoting stock 
(not including nonvoting stock which 
is limited and preferred as to dividends) 
of another includible corporation; a 
corporation becomes a member of such 
an affiliated group at the time that one 
or more members of such group become 
the owners directly of stock possessing 
at least 80 percent of the voting power 
of all classes of its stock and at least 
80 percent of each class of Us nonvoting 
stock (not Including nonvoting stock 
which is limited and preferred as to 
dividends); and a corporation ceases 
to be a member of such an affiliated 
group at the time that the members of 
such group cease to own directly stock 
possessing at least 80 percent of the vot¬ 
ing power of all classes of its stock, or at 
least 80 percent of each class of its non- 
voting stock (not Including non voting 
stock which is limited and preferred as 
to dividends). 

(c) Consolidated return period . The 
term “consolidated return period’* means 
the taxable year 1929. or any subsequent 
taxable year, for which a consolidated 


return is made or is required, income tax 
return, excess profits tax return, or both. 
Including the period during which a sub¬ 
sidiary corporation Is engaged in dis¬ 
tributing Its assets In liquidation. 

(d) Subsidiary. The term “subsid¬ 
iary** means a corporation (other than 
the common parent corporation) which 
Is a member of the affiliated group dur¬ 
ing any part of the consolidated return 
period. 

(e) Tax. The term “tax’* means any 
tax imposed by chapter 1 of the Code, 
and Includes any interest, penalty, addi¬ 
tional amount, or addition to the tax. 
payable in respect thereof. 

<f> Terms defined in Internal Revenue 
Code. Terms which are defined in the 
Code shall, when used In the regulations 
under section 1502 have the meaning 
assigned to them by the Code, unless 
specifically otherwise defined. 

(g) Regulated public utility . (1) 

The term “regulated public utility” 
means a corporation described In sec¬ 
tion 1503 (c). It Includes a corporation 
(I) whose operations are an integral 
part of the furnishing or sale of a prod¬ 
uct or service described in such section 
by an interconnected and coordinated 
public utility system or systems and (11) 
whose rates for furnishing products or 
services to the system or systems are 
established or approved by a regulatory 
body described In section 1503 (c) (1). 
For the purpose of determining whether 
or not 80 percent of the gross income 
of the corporation is from the furnish¬ 
ing or sale of such product or service. 
Income received in consideration for the 
product or service described shall in¬ 
clude only income received directly 
therefrom and income from the furnish¬ 
ing or sale of byproducts and residual 
products which are directly necessary 
and incidental to the furnishing of such 
product or service. In determining 
under subdivision (1) of this subpara¬ 
graph whether the operations of a par¬ 
ticular corporation constitute an inte¬ 
gral part of the “furnishing or sale” of 
a product or service described in sec¬ 
tion 1503 (c), the Income of a corpora¬ 
tion shall be deemed to be from such 
source only to the extent that it is In con¬ 
sideration for necessary processing of 
either the product described in section 
1503 (c) or the essential facilities used 
in making available to customers such 
product or service. 

§ 1.1502—3A Applicability of othrr pro¬ 
visions of law. 

Any matter in the determination of 
which the provisions of the regulations 
under section 1502 are not applicable 
shall be determined in accordance with 
the provisions of the Code or other law 
applicable thereto. 

gg 1.1302—1A to 1.1502-9A (Reamed] 
§ 1.1302—IOA Exercise of privilege. 

(a) When privilege must be exercised. 
The privilege of making a consolidated 
return under section 1502 for any tax¬ 
able year of an affiliated group must be 
exercised at the time of making the re¬ 
turn of the common parent corporation 
for such year. For this purpose, the 
return is considered as made on the due 
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date of such return (including any ex¬ 
tensions of time granted by the Com¬ 
missioner), regardless of the actual 
previous date of filing. Under no cir¬ 
cumstances can such privilege be exer¬ 
cised at any time thereafter. The filing 
of separate returns for a taxable year 
does not constitute an election binding 
upon the corporation in subsequent 
years. If the privilege Is exercised at 
the time of making the return, separate 
returns cannot thereafter be made for 
such year. (See, however. I 1.1502-18A. 
relating to failure to comply with the 
regulations under section 1502.) 

<b) Effect of tentative returns . In no 
case will the privilege under paragraph 

(a) of this section be considered as exer¬ 
cised at the time of making a so-called 
"tentative return** (made, for example. 
In order to obtain an extension of time 
for making the return required by law). 
However, If any such tentative return 
Is made upon the basis of a consolidated 
return or a separate return, the return 
required by law must be made upon the 
same basis, unless upon the making of 
the return required by law (either a sep¬ 
arate return or a consolidated return, 
as the case may be) the payments there¬ 
tofore made and to be made are ad¬ 
justed in a manner satisfactory to the 
Commissioner. 

(c) Estimated tax. (1) Except as 
provided In subparagraph (2) of this 
paragraph, the provisions of section 6010 
(relating to declarations of estimated tax 
by corporations) and section 6154 (re¬ 
lating to payments of estimated tax by 
corporations) shall be applicable to the 
several members of an affiliated group 
In the same manner and to the same 
extent as In the case of corporations 
filing separate returns, whether or not 
such affiliated group files a consolidated 
return. The declaration of estimated 
tax shall be filed and payments shall be 
made to the district director for the in¬ 
ternal revenue district prescribed for the 
filing of a separate income tax return In 
the case of each member of the group 
required to file a declaration of estimated 
tax. If a consolidated return is filed, 
the amounts of any payments made with 
respect to the consolidated return period 
shall be credited against the tax liability 
of the affiliated group with respect to the 
consolidated return period. 

(2) If the affiliated group intends to 
file a consolidated return for the taxable 
year, the common parent corporation 
may file a declaration of estimated tax 
for the group. In such case, all of the 
several members of the affiliated group 
shall be treated for the purpose of ap¬ 
plying the provisions of sections 6016 
and 6154 as a single corporation. Where 
such a declaration is filed, each subsidi¬ 
ary shall notify the district director for 
the internal revenue district prescribed 
for the filing of a separate income tax 
return by such subsidiary that its esti¬ 
mate is included in the declaration made 
by the common parent corporation. If 
the affiliated group docs not file a con¬ 
solidated return for the year for which 
such a declaration is filed, the payments 
made with respect to such declaration 
shall be apportioned among the several 
members of the group in the manner 
designated by the common parent cor¬ 


poration for the purpose of determining 
any addition to the tax provided by sec¬ 
tion 6655, 

(3) In any case in which an affiliated 
group has made payments with respect 
to a declaration made on a group basis 
and such group does not file a consoli¬ 
dated return for the taxable year, the 
payments made thereon shall be applied 
against the tax liability of the members 
of the group in a manner satisfactory to 
the Commissioner. 

(4) See 5 1.1502-15A (relating to liabil¬ 
ity for tax) and $ 1.1502-49A (relating to 
additions to tax for failure to pay esti¬ 
mated tax). 

§ 1.1502-11A Consolidated return* for 
subsequent year*. 

(a) Consolidated returns required for 
subsequent years. If a consolidated re¬ 
turn is made under section 1502 for any 
taxable year, a consolidated return must 
be made for each subsequent taxable 
year during which the affiliated group 
remains In existence unless (1) a cor¬ 
poration (other than a corporation 
created or organized, directly or In¬ 
directly. by a member of the group) 
has become a member of the group 
during such subsequent taxable year, 
or (2) subsequent to the exercise of 
the election to make consolidated re¬ 
turns. subtitle A of the Code to the 
extent applicable to corporations, or the 
regulations under section 1502 which 
have been consented to. have been 
amended and any such amendment Is 
of a character which makes substan¬ 
tially less advantageous to affiliated 
groups as a class the continued filing of 
consolidated returns, regardless of the 
effective date of such amendment, or (3) 
the Commissioner, prior to the time of 
making the return, upon application 
made by the common parent corporation 
and for good cause shown, grants per¬ 
mission to change. For the purpose of 
subparagraph (2) of this paragraph, the 
expiration of a provision shall be con¬ 
sidered as an amendment to the Code 
made on the date of such expiration. 

(b) Effect of separate returns when 
consolidated return is required. If the 
making of a consolidated return is re¬ 
quired for any taxable year, the tax lia¬ 
bility of the members of the affiliated 
group shall be computed in the same 
manner as if a consolidated return had 
been made, even though separate re¬ 
turns are made; amounts assessed upon 
the basis of separate returns shall be 
considered as having been assessed upon 
the basis of a consolidated return; and 
amounts paid upon the basis of separate 
returns shall be considered as having 
been paid by the common parent cor¬ 
poration. In such cases the making of 
separate returns shall not be considered 
as the making of a return for the pur¬ 
pose of computing any period of limita¬ 
tion or any deficiency. If a consolidated 
return for such taxable year is there¬ 
after made, such return shall, for the 
purpose of computing periods of limita¬ 
tion and any deficiency, be considered 
as the return for such year. 

(c) When affiliated group remains in 
existence. For the purpose of the reg¬ 
ulations under section 1502. an affiliated 
group shall be considered as remaining 


in existence if the common parent cor¬ 
poration remains as a common parent 
and at least one subsidiary remains af¬ 
filiated with it, whether or not such sub¬ 
sidiary was a member of the group at 
the time the group was formed and 
whether or not one or more corporations 
have become subsidiaries or have ceased 
to be subsidiaries at any time after the 
group was formed. 

(d) When affiliated group terminates 
For the purpose of the regulations under 
section 1502. an affiliated group shall be 
considered as terminated If the common 
parent corporation ceases to be the com¬ 
mon parent or If there Is no subsidiary 
affiliated with it. 

§ 1.1502—12A Making consolidated re¬ 
turn and filing other form*. 

(a) Consolidated return made by com¬ 
mon parent corporation. A consolidated 
return shall be made on Form 1120 by 
the common parent corporation for the 
affiliated group. Such return shall be 
filed at the time and In the office of the 
district director for the internal revenue 
district prescribed for the filing of a 
separate return by such common parent 
corporation. 

(b) Authorizations and consents. 
Each subsidiary must prepare duplicate 
originals of Form 1122. consenting to 
the regulations under section 1502 and 
authorizing the common parent corpora¬ 
tion to make a consolidated return on Its 
behalf for the taxable year and author¬ 
izing the common parent (or, in the 
event of its failure, the Commissioner 
or the district director) to make a con¬ 
solidated return on Its behalf (as long 
as it remains a member of the affiliated 
group), for each year thereafter for 
which, under paragraph (a) of 1 1.1502- 
11 A. the making of a consolidated return 
Is required. One of such forms, as pre¬ 
pared by each subsidiary shall be at¬ 
tached to the consolidated return, as a 
part thereof; and the other shall be filed, 
at or before the time the consolidated 
return is filed, in the office of the district 
director for the internal revenue district 
prescribed for the filing of a separate 
return by such subsidiary. No such con¬ 
sent can be withdrawn or revoked at any 
time after the consolidated return is 
filed. 

(c) Affiliations schedule filed by com¬ 
mon parent corporation. The common 
parent corporation shall prepare Form 
851 (Affiliations Schedule), which shall 
be attached to and made a part of the 
consolidated return. 

<d) Persons qualified to execute re¬ 
turns and forms. Each return or form 
required to be made or prepared by a 
corporation must be executed by the 
person authorized under section 6061 to 
execute returns of separate corporations. 
In cases where receivers or trustees in 
bankruptcy are operating the property 
or business of corporations, each return 
or form required to be made or prepared 
by such corporation must be executed uy 
the receiver or trustee, as the case may 
be. pursuant to an order or instructions 
of the court, and be accompanied by a 
copy of such order or instructions 

(e) Signatures in case subsidiary has 
left affiliated group . Since Form 113* 
is required even though, during the tax- 
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able year of the common parent corpo¬ 
ration. the subsidiary (because of a dis¬ 
solution or sale of stock, or otherwise) 
has ceased to be a member of the affili¬ 
ated group, it may be advisable for the 
common parent to obtain the proper sig¬ 
nature* to the form prior to the time the 
subsidiary ceases to be a member of the 
croup. 


f 1.1.*02— ISA Change in «lTiliatr4 
group during taxable year. 1 


fa) General rule . Except as herein¬ 
after provided, a consolidated return 
must include the Income of the common 
parent corporation and of each subsidi¬ 
ary for the entire taxable year of the 
affiliated group. 

(b) Formation of affiliated group after 
beginning of year. If an affiliated group 
is formed after the beginning of the tax¬ 
able year of the corporation which be¬ 
comes the common parent corporation, 
the consolidated return must include the 
Income of the common parent for its 
entire taxable year (excluding any por¬ 
tion of such year during which its in¬ 
come Is included In the consolidated 
return of another affiliated group) and 
the Income of each subsidiary from the 
time it became a member of the affiliated 
group. 

(e) Complete termination of affiliated 
group prior to close of taxable pear. If 
an affiliated group Is terminated prior to 
the close of the taxable year of the group, 
the consolidated return must Include the 
income of the common parent corpora¬ 
tion for Its entire taxable year (exclud¬ 
ing any portion of such year during 
which its income Is included in the con¬ 
solidated return of another affiliated 
group) and of each subsidiary for the 
period prior to the termination. (See 
paragraphs (c) and <d> of S 1.1502-11A 
in determining whether the group has 
terminated.) 


(d) Addition to affiliated group of a 
subsidiary during year. It a corporation 
becomes a member of the affiliated group 
during the taxable year of the group, 
the consolidated return must include its 
income from the time when it became 
a member of the group. 

(e) Elimination from affiliated group 
of a subsidiary during year. It a subsidi¬ 
ary ceases to be a member of the affili¬ 
ated group during the taxable year of 
the group, the consolidated return must 

k* *** lnoomc T° r the period during 
which It was a member of the group. 

<t) Period of 30 days or less may be 
disregarded. A subsidiary may at Its op¬ 
tion be considered as having been a 
member of the affiliated group during the 
enure taxable year of the group (or dur¬ 
ing the enure period of the existence of 
~) e subsidiary, whichever Is shorter) if 
during which it was not a 
™^er of such group does not exceed 
} X a cor PoraUon has been a 
of H 1 * affllia ted group for a pe- 
nhu 0t le8a than 31 da ^ 8 during the tax- 
sroup. It may at 1U 
Ptlon be considered as not having been 


ah.!*? 11 has no bearing upon 

or £? ethcr 4 consolidated return 

effect nt^ WtUl0, but nUkX ** onl J * 
-occt Of change* in the affiliated a 

during the taxable year. 8 


a member of the group during the tax¬ 
able year. An opUon under this para¬ 
graph must be exercised at the time the 
consolidated return is made. 

(g) Separate returns for periods not 
included in consolidated return. If a 
corporation, during its taxable year (de¬ 
termined without regard to the affilia¬ 
tion) , becomes a member of an affiliated 
group. Its income for the portion of such 
taxable year not Included In the con¬ 
solidated return of such group must be 
included in a separate return (or. If a 
member of another affiliated group 
which makes a consolidated return for 
such period, then In such consolidated 
return). If a corporation ceases to be a 
member of the affiliated group during 
the taxable year of the group, its Income 
for the period after the time when it 
ceased to be a member of the group must 
be Included in a separate return (or, if it 
becomes a member of another affiliated 
group which makes a consolidated re¬ 
turn for such period, then in such con¬ 
solidated return). 

(h) Time for making separate returns 
for periods not included in consolidated 
return. (1) (I) If the due date for filing 
a subsidiary's separate return (deter¬ 
mined without regard to the affiliation 
and without regard to extensions of 
time) precede* the due date for filing 
the consolidated return of the affiliated 
group (determined without regard to 
extensions of time), then, on or before 
the due date of the subsidiary's separate 
return, it may make a separate return 
either for that portion of Its taxable year 
which would not be included in the con¬ 
solidated return. If such return is filed, 
or for 1U complete taxable year. How¬ 
ever. if a separate return is filed for only 
a portion of its taxable year and the 
group does not elect to make a consoli¬ 
dated return, such subsidiary shall file 
a return for its complete taxable year 
not later than the due date (Including 
extensions of time) prescribed for the 
filing of the consolidated return by the 
group. There shall be attached to the 
return for the complete taxable year a 
statement setting forth that such return 
is in lieu of the return previously filed. 
In such case the return previously 
filed for only a portion of its taxable 
year shall not be considered a return 
within the meaning of section 6012. On 
the other hand, if a return is filed for 
the subsidiary's complete taxable year 
and the group later makes a consolidated 
return, such subsidiary should file an 
amended return not later than the due 
date (including extensions of time) for 
the filing of the consolidated return of 
the group. Such amended return shall 
be for that portion of the taxable year 
which Is not included In the consolidated 
return. 

<il) If the due date for filing a sub¬ 
sidiary's separate return (determined 
without regard to the affiliation and 
without regard to extensions of time) 
is later than the due date for filing the 
consolidated return of the affiliated 
group (determined without regard to ex¬ 
tensions of time), then the separate re¬ 
turn for that portion of the subsidiary’s 
taxable year which is not Included in 
the consolidated return of the group 


should be filed no later than the duo 
date (Including extensions of time) for 
the filing of the consolidated return. 

(2) The provisions of this paragraph 
may be illustrated by the following 
examples: 

Example (I). Corporation P, which re¬ 
porta 1U Income on a calendar year basis, 
acquires all of the stock of Corporation 8 
on January 1. 1050. Corporation S reports 
Its Income on a fiscal year ending March 31. 
On June IS. 1059. the due date for the filing 
of a separate return by Corporation 8, It is 
anticipated that Corporation P wlU elect* 
on the due date of its return, to file a con¬ 
solidated return for 1059. On June IS, Cor¬ 
poration 8 may file either a return for a 
short taxable year beginning April 1. 1066, 
and ending December 31. 1958. or it may 
file a return for the complete fiscal year 
ending March 31. 1950. If It files a return 
for the short taxable year and Corporation P 
does not elect to file a consolidated return. 
Corporation 8 must file a return for the 
complete fiscal year ending March 81. 1959, 
In lieu of the return previously filed for the 
short period. Interest Is computed on any 
additional tax from June IS, 1059. 

Example (2). Assume the same facts as 
In example (1). except that Corporation P 
acquires all of the stock of Corporation 8 
on October 1, I960, and that Corporation P 
elects to file a consolidated return on March 
15. 1000, the due date of Its return. The 
return of Corporation 8 for the short tax¬ 
able year beginning April 1. 1059. and end¬ 
ing September 30. 1959, should be filed on 
March IS, I960. 

8 1.1302-11A Accounting period of an 
affiliated group. 

(a) The taxable year of an affiliated 
group which makes a consolidated return 
shall be the same as the taxable year of 
the common parent corporation; and. 
except as provided in paragraph (c) of 
this section, upon having elected to file a 
consolidated return, each subsidiary cor¬ 
poration shall, not later than the close 
of the first consolidated taxable year 
ending thereafter, adopt an annual ac¬ 
counting period, fiscal year or calendar 
year ns the case may be, In conformity 
with that of the common parent. 

(b) If a change of accounting period 
Is necessary In order to conform the ac¬ 
counting periods of the common parent 
and of its subsidiaries. Form 1128 shall 
be submitted at or before the time of fil¬ 
ing the consolidated return for the tax¬ 
able year in which the subsidiary has 
first adopted the parent corporation’s 
annual accounting period. 

(c) If the common parent corporation 
of an affiliated group has a fiscal year 
accounting period and any member of 
the group is an includible Insurance 
company required by section 843 to file 
Its return on a calendar year, the first 
consolidated return which Includes such 
Insurance company may be filed on the 
basis of the fiscal year accounting period 
of the common parent, provided, how¬ 
ever, the common parent and the other 
Includible corporations change to a cal¬ 
endar year basis effective immediately 
after the close of such fiscal year. For 
this purpose. Form 1128 shall be sub¬ 
mitted at or before the time such first 
consolidated return is filed. 

(d) With respect to computations for 
years involved in the change to the con¬ 
solidated basis, see 5 1.1502-32A. 
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|U 502— 15 \ Liability for in. 

(a) Several liability of members of af¬ 
filiated group. Except as provided in 
paragraphs (b) and (c) of this section, 
the common parent corporation and 
each subsidiary, a member of the affili¬ 
ated group during any part of a consoli¬ 
dated return period, shall be severally 
liable for the tax (including any defi¬ 
ciency in respect thereof) computed as 
provided in $ 1.1502-30A, and for any ad¬ 
dition to the tax computed as provided in 
g 1.1502-49A for underpayment of esti¬ 
mated tax for the consolidated return 
period, 

(b) Liability of a corporation in bank¬ 
ruptcy or receivership. If. at the time of 
filing a consolidated return, one or more, 
but not all. of the members of the affli l l- 
ated group are in bankruptcy under the 
laws of the United States or in receiver¬ 
ship in any court of the United States 
or of any State. Territory, or the District 
of Columbia, then the liability under 
paragraph (a) of this section of each 
such member of the group with respect 
to the period covered by such return 
shall not exceed such portion of the con¬ 
solidated tax liability for such period 
as the several corporations included in 
the consolidated return may. subject to 
the approval of the Commissioner, agree 
upon, or. in the absence of such an 
agreement, an amount equal to its liabil¬ 
ity for such year computed as if a sepa¬ 
rate return had been filed. 

(c) Liability of subsidiary after with¬ 
drawal If a subsidiary has ceased to be 
a member of the affiliated group, its 
liability under paragraph (a) of this sec¬ 
tion shall remain unchanged, except 
that if such cessation occurred prior to 
the date upon which any deficiency is as¬ 
sessed and resulted from a bona fide 
sale of stock for fair value, the Commis¬ 
sioner may, if he believes that the as¬ 
sessment or collection of the balance 
of the deficiency will not be Jeopardized, 
make assessment and collection of such 
deficiency from such former subsidiary 
in an amount not exceeding the portion 
thereof allocable to it upon the bases 
of income used in the computations, re¬ 
spectively, of the normal tax. the surtax, 
and any other tax Imposed by chapter 
1 of the Code included in such deficiency. 

(d) Effect of intercompany agree¬ 
ments Any agreement entered into by 
one or more members of the affiliated 
group with any other members of such 
group or with any other person shall in 
no case have the effect of reducing the 
liability prescribed under this section. 

(e) Liability of transferee not af¬ 
fected. This section shall not be con¬ 
sidered as extinguishing or diminishing 
any liability, at law or In equity, of a 
transferee of property of a taxpayer, 
including any liability under any provi¬ 
sion of law. State or Federal, relating 
to liabilities pursuant to corporate dis¬ 
solution or transfer or distribution of 
assets, whether or not in connection with 
a merger or consolidation. 

§ 1.1502-1 ft A Common pumil corpora¬ 
tion agent for rab^iiiario. 
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common parent corporation shall be for 
all purposes (other than the making of 
the subsidiary consent required by para¬ 
graph (b) of S L1502-12A) in respect of 
the tax for the taxable year for which a 
consolidated return is made or is re¬ 
quired. the sole agent, duly authorized to 
act in its own name in all matters relat¬ 
ing to such tax, for each corporation 
which during any part of such year was 
a member of the affiliated group. The 
corporations, other than the common 
parent, shall not have authority to act 
for or to represent themselves in any 
such matter. For example, all corre¬ 
spondence will be carried on directly 
with the common parent; notices of 
deficiencies will be mailed only to the 
common parent, and the mailing to the 
common parent shall be considered as 
a mailing to each such corporation; 
notice and demand for payment of 
taxes will be given only to the common 
parent, and such notice and demand 
shall be considered as a notice and de¬ 
mand to each such corporation; the 
common parent will file petitions and 
conduct proceedings before the Tax 
Court of the United States, and any 
such petition shall be considered as 
having also been filed by each such cor¬ 
poration; the common parent will file 
claims for refund or credit; refunds will 
be made directly to and in the name of 
the common parent and will discharge 
any liability of the Government in re¬ 
spect thereof to any such corporation; 
and the common parent in its name will 
give waivers, give bonds, and execute 
closing agreements, offers in compro¬ 
mise. and all other documents, and any 
waiver or bond so given, or agreement, 
offer in compromise, or any other docu¬ 
ment so executed, shall be considered as 
having also been given or executed by 
each such corporation. Notwithstand¬ 
ing the provisions of this paragraph, 
however, any notice of deficiency, in 
respect of the tax for a consolidated 
return period, will name each corpora¬ 
tion which was a member of the affili¬ 
ated group during any part of such pe¬ 
riod. and any assessment (whether of 
the original tax or of a deficiency) will 
be made In the name of each such cor¬ 
poration (but a failure to include the 
name of any such corporation will not 
affect the validity of the notice of de¬ 
ficiency or the assessment as to the other 
corporations); any notice and demand 
for payment will name each corporation 
which was a member of the affiliated 
group during any part of such period 
(but a failure to include the name of any 
such corporation will not affect the 
validity of the notice and demand as to 
the other corporations); and any levy 
(or warrant or notice in respect thereof). 
any notice of a lien, or any other pro¬ 
ceeding to collect the amount of any 
assessment, after the assessment has 
been made, will name the corporation 
from which such collection Is to be 
made. The provisions of this paragraph 
shall apply whether or not a consoli¬ 
dated return is made for any subse¬ 
quent year, and whether or not one or 
more subsidiaries have become or have 
ceased to be members of the group at 


(a) Scope of agency of common parent 
corporation. Except as provided in para¬ 
graphs (b) and (c) of this section, the any time. Notwithstanding the provi¬ 


sions of this paragraph, the Commis¬ 
sioner may, if he deems It advisable, deal 
directly with any member of the group 
in respect of its ability, in which event 
such member shall have full authority 
to act for itself. 

<b> Effect of withdrawal of subsidiary 
For the purpose of the assertion, assess¬ 
ment, and collection of any deficiency, 
and of a credit or refund of any amount 
paid by a former subsidiary as a defi¬ 
ciency determined under paragraph (c) 
of $ 1.1502-15A. but for no other pur¬ 
pose. the agency of the common parent 
corporation in respect of any subsidi¬ 
ary which has ceased to be a member 
of the affiliated group shall be termi¬ 
nated upon the expiration of 30 days 
(or prior thereto if the Commissioner 
consents) from the date upon which 
such subsidiary files written notice with 
the Commissioner that it has ceased 
to be a member of the affiliated group 
and that it is terminating such agency 
For example, if a subsidiary has ceased 
to be a member of the group (and if 
the 30-day period has expired) prior 
to the mailing of a notice of deficiency 
to the common parent, a separate no¬ 
tice of deficiency will be mailed in due 
course to the subsidiary in respect of 
its deficiency if it becomes necessary *.o 
enforce its liability. 

(c) Effect of dissolution of common 
parent corporation. If the common 
parent corporation contemplates dissolu¬ 
tion, or is about to be dissolved, or If for 
any other reason its existence Is about to 
terminate, it shall forthwith notify the 
Commissioner of such fact and designate, 
subject to the approval of the Commis¬ 
sioner. another member of the affiliated 
group to act as agent in Its place to the 
same extent and subject to the same con¬ 
ditions and limitations as are applicable 
to the common parent. If the notice 
thus required is not given by the com¬ 
mon parent, the remaining members of 
the group may, subject to the approval 
of the Commissioner, designate another 
member of the group to act as such 
agent, and notice of such designation 
shall be given to the Commissioner 
Until a notice in writing designating a 
new agent has been received by the Com¬ 
missioner. any notice of deficiency or 
other communication mailed to the com¬ 
mon parent shall be considered as having 
been properly mailed to the agent of the 
group; or. if the Commissioner has rea¬ 
son to believe that the existence of the 
common parent has terminated, he may, 
if he deems it advisable, deal directly 
with any member of the group in respect 
of its liability, 
g 1.1502-17A Waiver*. 

(a) Effect of waiver given by com¬ 
mon parent corporation. Any consent 
given by the common parent corpora¬ 
tion (or by an agent in accordance 
with paragraph (c) of 1 1 . 1502 - 16 A> ex¬ 
tending the time within which an assess¬ 
ment may be made or levy or proceeding 
In court begun, in respect of the tax for 
a consolidated return period, snail oe 
applicable (1) to each corporation wrnen 
was a member of the affiliated group 
during any part of such period (whether 
or not any such corporation has ceasea 
to be a member of the group), ana (z 







Friday , October 1 , 1965 

to each corporation the income of which 
wai included in the consolidated return, 
or which filed Form 1122, for such 
period, even though it is subsequently 
determined that such corporation was 
not a member of the group. 

(b) Acceptance of waivers from com¬ 
mon parent corporation and alleged sub¬ 
sidiary. In no case will a separate waiver 
be accepted from a corporation the in¬ 
come of which was Included in the con¬ 
solidated return (for example, a corpo¬ 
ration which the Commissioner deter¬ 
mines was not a member of the affiliated 
group), or which hied Form 1122, unless 
a waiver Is also obtained from the com¬ 
mon parent, or unless the Commissioner 
is dealing directly with such corporation 
to enforce Its liability. 

g 1.1502-18A Failure to comply with 
regulation*. 

(a) Exclusion of a subsidiary from 
consolidated return. If there has been 
a failure to Include In the consolidated 
return the Income of any subsidiary, 
or a failure to flic any of the forms 
required by these regulations, notice 
thereof shall be given the common par¬ 
ent corporation by the Commissioner, 
and the tax liability of each member of 
the affiliated group shall be determined 
on the basis of separate returns unless 
such Income is included or such forms 
are tiled within the period prescribed in 
such notice, or any extension thereof, or 
unless under $ 1.1502-11A a consolidated 
return is required for such year. 

(b> Common parent corporation in¬ 
correctly designated in consolidated re¬ 
turn. If a consolidated return Includes 
a corporation as the common parent 
and such corporation was not (under 
the provisions of section 1502), the com¬ 
mon parent, the tax liability of each 
corporation Included In the return will 
be computed in the same manner as If 
separate returns had been made, unless, 
upon application, the Commissioner ap¬ 
proves the making of a consolidated re¬ 
turn. or unless under § 1.1502-11 A a con¬ 
solidated return Is required for such 
year. 

(c) Inclusion of one or more subsidi¬ 
aries not members of affiliated group. If 
a consolidated return includes a corpo¬ 
ration as a subsidiary and such corpora¬ 
tion was not a member of the affiliated 
group during the consolidated return 
Period, the tax liability of such corpora¬ 
tion will be determined upon the basis of 
s separate return (but see paragraph (a) 
of this section), and the consolidated 
return shall be considered as Including 
only the corporations which were mem¬ 
bers of the group during such period. If 
the consolidated return Includes two or 
pore corporations which are not mem¬ 
bers of the group but which constitute a 
separate affiliated group, the tax liability 
of the corporations constituting the sep¬ 
arate group will be computed In the same 
manner as if separate returns had been 
made by such corporations, unless the 
Commissioner, upon application, ap¬ 
proves the making of a consolidated re¬ 
turn for the separate group, or unless 
under 1 1.1502-11A a consolidated return 
la required for the separate group. 

(d> Effect of authorisation and con¬ 
tent filed pursuant to notice. If Form 
No. 190—Pt. II-6 
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1122 is filed by any corporation, pursu¬ 
ant to a notice under paragraph (a) 
of this section, such corporation shall be 
considered for all purposes as having 
Joined in the making of the consolidated 
return. 

<e> Allocation of payments In the 
event of change by one or more corpo¬ 
rations to separate returns. In any caso 
in which amounts have been assessed 
and paid upon the basis of a consol¬ 
idated return and the tax liability of 
one or more of the corporations Included 
in the consolidated return is to be com¬ 
puted in the same manner as if sep¬ 
arate returns had been made, the 
amounts so paid shall be allocated be¬ 
tween the affiliated group composed of 
the corporations properly Included In 
the consolidated return and each of the 
corporations the tax liability of which 
Is to be computed on a separate basis, 
in such manner as the corporations in¬ 
cluded in the consolidated return may. 
subject to the approval of the Commis¬ 
sioner, agree upon. or. in the absence 
of an agreement, upon the bases used 
in the respective computations of the 
normal tax. the surtax and any other 
tax imposed by chapter 1 of the Code, 
as shown upon the consolidated return. 

§ 1.1502—19A Tentative carryback ad¬ 
justment*. 

(a) Groups with constant member¬ 
ship; consolidated returns only . In the 
case of an affiliated group the member¬ 
ship of which remains unchanged and 
for which consolidated returns are made 
or are required for the taxable years In¬ 
volved, any statement filed under section 
6164 with respect to an expected carry¬ 
back and any application for a tentative 
carryback adjustment filed under section 
6411 shall be filed by the common parent 
corporation and shall disclose all mate¬ 
rial facts and circumstances relating to 
the group as a whole. Such statement or 
application shall be filed on the appro¬ 
priate form prescribed for such purpose. 
Form 1138 or Form 1139. as the case may 
be. Any refunds allowable under any 
such application will be made directly 
to and in the name of the common par¬ 
ent. The making of any such refund will 
discharge any liability of the Govern¬ 
ment in respect thereof to the several 
affiliated corporations. The common 
parent corporation and Its several sub¬ 
sidiaries shall be severally liable for any 
amounts assessed pursuant to section 
6213 (b) (2), together with any Interest 
or penalty assessed in connection there¬ 
with. 

(b) Groups with changing member¬ 
ship; cases involving a separate return 
period. (1) The membership of an 
affiliated group may change during a 
taxable year for which a net operating 
loss arises, or in the preceding taxable 
year affected by such net loss. Or an 
affiliated group making a consolidated 
return for the year of such net loss may 
have made separate returns for the pre¬ 
ceding year; or a group making separate 
returns for the year of the net loss may 
have made a consolidated return for the 
preceding year. In any such case, the 
statement provided for In section 6164 
and the application for the tentative 
carryback adjustment provided for In 
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section 6411 shall be a Joint statement 
or application concurred in and exe¬ 
cuted by each corporation which was 
a member of the group at any time 
during cither of the taxable years In¬ 
volved In the deferment or adjustment 
sought. The time for the payment of 
taxes shall be extended under section 
6164 and the adjustment provided for 
in section 6411 shall be made only in 
accordance with an agreement of the 
several corporations Involved to be made 
a part of such statement or application. 
Any refund allowable under any such 
application with respect to a consoli¬ 
dated return period will be made directly 
to and In the name of the common par¬ 
ent corporation, and the making of any 
such refund will discharge any liability 
of the Government in respect thereof to 
the several affiliated corporations. The 
common parent corporation and Its sev¬ 
eral subsidiaries shall be severally liable 
for any amounts assessed pursuant to 
section 6213 (b> (2). together with any 
interest or penalty assessed in connec¬ 
tion therewith. 

(2) In the absence of an agreement 
between the several corporations, or In 
the event of their failure to set forth the 
provisions of such an agreement as a 
part of their statement or application, no 
extension of time for the payment of 
any tax under the provisions of section 
6164 shall be granted, and no tentative 
adjustment shall be made under section 
6411. 

(3) Notwithstanding any agreement 
between the several affiliated corpora¬ 
tions. no tentative adjustment ahall be 
made with respect to either a consoli¬ 
dated or a separate return period in 
disregard of the several liability of the 
several corporations with respect to any 
taxable year for which a consolidated 
return was made or was required. 

§8 1.1302-20A to 1.1502-29A [IWnrd] 
8 1.1502-30A Computation of tax. 

(a) General rule. In the cose of an 
affiliated group which makes, or is re¬ 
quired to make, a consolidated return for 
any taxable year, the tax liability of each 
corporation for the period during such 
year that it was a member of such group 
ahall be computed, subject to the pro¬ 
visions of paragraph (b) of this section, 
upon the consolidated taxable income 
and the consolidated taxable income plus 
the aggregate of the deductions of the 
several affiliated corporations allowable 
under section 242, or. in the case of the 
taxes imposed by section 531, section 541 
(except as provided in paragraph (b) (4) 
of this section), and section 802, upon 
the consolidated accumulated taxable 
income, the consolidated undistributed 
personal holding company income, the 
consolidated life insurance company 
taxable Income, the consolidated life in¬ 
surance company taxable income plus 
the aggregate of the deductions of the 
several affiliated corporations allowable 
under section 242, or the consolidated 
1954 life insurance company taxable in¬ 
come. as the case may be, determined in 
each case In accordance with the regu¬ 
lations under section 1502. In the case 
of an affiliated group realizing long¬ 
term capital gains and computing its tax 
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under the alternative tax provisions of 
section 1201, the tax shall be computed 
with reference to the consolidated tax¬ 
able Income, and the excess of the con¬ 
solidated net long-term capital gain over 
the consolidated net short-term capital 
loss. The tax imposed under section 11 
<c> or section 831 shall be increased for 
any taxable year for which an affiliated 
group makes or Is required to make a 
consolidated return by 2 percent of the 
consolidated taxable income (computed 
without regard to the deduction, if any, 
provided in section 242 for partially tax- 
exempt interest). 

<b) Special rules. The general rule 
prescribed in paragraph <a> of this sec¬ 
tion Is subject to the following special 
rules: 

(1) In the case of Western Hemi¬ 
sphere trade corporations and regulated 
public utilities. If the affiliated group 
filing a consolidated return includes a 
Western Hemisphere trade corporation, 
as defined in section 921, or a regulated 
public utility, as defined in section 1503 
and paragraph <g> of § 1.1502-2A, the In¬ 
crease of 2 percent provided in section 
1503(a) in the corporation surtax rate 
shall be applied only on that portion of 
the consolidated taxable Income attrib¬ 
utable to the members of the group other 
than the Western Hemisphere trade cor¬ 
poration or the regulated public utility 
without any increase with respect to any 
partially tax-exempt interest of such 
Western Hemisphere trade corporation 
or such regulated public utility. 

(2) In case o/ mutual savings banks 
conducting life insurance business. If 
the parent corporation of an affiliated 
group is a mutual savings bank which, if 
a separate return were filed, would be 
subject to the alternative tax of section 
594 (a) (relating to a mutual savings 
bank conducting a life insurance busi¬ 
ness). the provisions of section 594 (a) 
shall apply to such group and the alter¬ 
native tax of such group under section 
594 (a) shall be computed with reference 
to the consolidated taxable income of the 
group attributable to such parent corpo¬ 
ration determined without regard to any 
Items of gross income or deductions 
properly allocable to the business of the 
life insurance department, and with ref¬ 
erence to the income of such life insur¬ 
ance department determined under the 
provisions of section 594 (a) (2) and 
paragraph (b) of f i. 1502-31A. 

(3) Changes in methods of account¬ 
ing. In any case in which a member 
of the affiliated group changes its 
method of accounting. If the year of the 
change is a year for which a consoli¬ 
dated return is filed (or Is required to 
be filed), and If the requirements of 
section 481 (b) are met, then the tax 
under chapter 1 of the Code attributable 
to the increase in consolidated taxable 
income required by paragraph (c) of 
f 1.1502-44A shall not be greater than the 
Iax under chapter 1 (or the correspond¬ 
ing provisions of prior law) which would 
result if the provisions of section 481(b) 
were applied to the corporation required 
to make the change In accounting 
method, but with the taxes for any year 
determined on the basis of the regula¬ 
tions under section 1502 (or prior con¬ 
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sol Ida ted returns regulations) If the 
income of such corporation was included 
In a consolidated return for such year, 
or on the basis of a separate return, if 
the income of such corporation was re¬ 
ported in a separate return for such year. 

(4) Personal holding companies. In 
the case of an affiliated group which 
makes or is required to make a consoli¬ 
dated return for any taxable year, the 
tax liability of each corporation for the 
period during such year that it was a 
member of such group shall not be com¬ 
puted in the case of the tax imposed by 
section 541 upon the consolidated un¬ 
distributed personal holding company 
income if: 

(i) The affiliated group is an ineli¬ 
gible affiliated group as defined in section 
542 (b) (2), 

(ii) The affiliated group includes as 
a member (Including the common parent 
corporation) on excluded corporation 
within the meaning of section 542 (e), 

(111) The consolidated personal hold¬ 
ing company income is less than 80 per¬ 
cent of the consolidated section 542 
gross income, or 

(lv) At no time during the last half 
of the taxable year more than 50 percent 
In value of the outstanding stock of tbc 
parent corporation was owned directly 
or Indirectly by or for not more than 5 
individuals within the meaning of sec¬ 
tion 543 (a) (2). 

If the tax liability of each corporation 
under section 541 is not computed upon 
the consolidated undistributed personal 
holding company Income solely by reason 
of the application of subdivision (ill) or 
(lv) of this subparagraph (or both), no 
member of the affiliated group shall be 
subject to the tax under section 541 for 
such year or part thereof that it was a 
member of the affiliated group. If the tax 
liability of each corporation under sec¬ 
tion 541 is not computed upon the con¬ 
solidated undistributed personal holding 
company income by reason of the appli¬ 
cation of subdivision (I) or (U) of this 
subparagraph (whether or not subdivi¬ 
sion (ill) or (iv) of this subparagraph, or 
both, are applicable), then such liabil¬ 
ity shall be computed by reference to the 
tax liability of the several members of 
the affiliated group which are personal 
holding companies within the meaning 
of section 542(a) in the same manner 
as if such corporations had filed separate 
returns except that paragraph (b) (1) (1) 
of ! 1.1502-31A shall be applicable (ex¬ 
cept with respect to dividends received 
from other members of the group) in the 
computation of gross income, personal 
holding company income, and undis¬ 
tributed personal holding company in¬ 
come, and section 582(d) shall be appli¬ 
cable in the computation of dividends 
paid. 

§ 1.1502-31 \ Hauls of lm\ ro in pula* 
lion. 

In the case of an affiliated group of 
corporations which makes, or is required 
to make a consolidated return for any 
taxable year, and except as otherwise 
provided In the regulations under section 
1502. the tax liability determined under 
$ 1.1502-30A shall be determined subject 
to the definitions and rules of computa¬ 


tion set forth in paragraphs (a) and »b) 
of this section. 

(a) Definitions — (1) Consolidated 
taxable income. The consolidated tax¬ 
able income shall be the combined tax¬ 
able Income of the several affiliated cor¬ 
porations: 

(1) Minus the sum of: 

(a) Any consolidated net operatic 
loss deduction, 

<b> Any consolidated section 1231 net 
loss, relating to net losses from involun¬ 
tary conversions subject to section 1231, 
and from sales or exchanges of properly 
subject to section 1231. 

(c) Any consolidated charitable con¬ 
tribution deduction, but not in excess 
of 5 percent of the consolidated taxable 
income computed without regard to such 
consolidated charitable contribution de¬ 
duction. any deductions under part VUI 
(section 241 and following, except section 
248). subchapter B. chapter 1 of the 
Code, any consolidated net operating loss 
carrybacks, and any deduction under 
section 922 (special deduction for West¬ 
ern Hemisphere trade corporations. 

id) Any consolidated dividends re¬ 
ceived deduction. 

<e) Any consolidated section 922 de¬ 
duction, 

(/) Any consolidated section 175 de¬ 
duction, but not in excess of 25 percent 
of the consolidated section 175 gross In¬ 
come. 

ig) Any consolidated section 247 de¬ 
duction, 

ih) Any consolidated section 582(c) 
net loss, and 

(1) (Reserved! 

(/> Any consolidated section 181 de¬ 
duction. 

(U) Plus any consolidated net capital 
gain, or 

(ill) Minus. In the case of an affiliated 
group including as members one or more 
corporations subject to the tax imposed 
by section 831. the combined additional 
capital loss deductions of such corpora¬ 
tions authorized by section 832 (c) (5) 
(but in an amount not in excess of the 
consolidated net capital loss). 

(2) Consolidated net operating loss 
deduction. The consolidated net op¬ 
erating loss deduction shall be an amount 
equal to the aggregate of the consoli¬ 
dated net operating loss carryovers and 
of the consolidated net operating loss 
carrybacks to the taxable year. 

(3) Consolidated net operating loss 
carryovers, (i) The consolidated net 
operating loss carryovers to the taxable 
year shall consist of — 

(a) The consolidated net opera:log 
losses, if any, for the five preceding tax¬ 
able years (and the consolidated net 
operating losses, if any, for the sixth 
and seventh preceding taxable years 
(not including as a sixth or seventh 
preceding taxable year any taxable year 
ending on or before December 31, 1955' 
to the extent attributable to members of 
the affiliated group which are, and were 
in the taxable year in which the loss 
originated, regulated transportation 
corporations as defined in 
172<J)U)). but only to the extent that 
the consolidated net operating loss for 
any such preceding taxable year was not 
attributable to a corporation making a 
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separate return or joining in a con¬ 
solidated return Hied by another afllll- 
ited group for the taxable year and waa 
not ubsorbed as a carryover or carry¬ 
back for preceding or intervening tax¬ 
able years, 

and, with respect to a net operating loss 
sustained by a corporation in a taxable 
year for which a separate return was 
filed, or for which such corporation 
joined in a consolidated return filed by 
another affiliated group, but subject to 
the limitation prescribed in paragraph 
(b) (3) of this section. 

<b) The amount of the net operating 
losses, if any. of such corporation for the 
fire preceding taxable years (and the 
net operating losses, if any. for the sixth 
and seventh preceding taxable years 
(not including as a sixth or seventh 
preceding taxable year any taxable year 
ending on or before December 31. 1955) 
If such corporation is, and was in the 
taxable year in which the loss was sus¬ 
tained. a regulated transportation 
corporation as defined In section 172 (J) 
(1)). to the extent that the net operat¬ 
ing loss for any such preceding taxable 
year was not absorbed as a carryover or 
carryback for preceding or intervening 
taxable years. 

(11) For purposes of subdivision (1) of 
this subparagraph, there shall not be 
included as a fifth preceding taxable year 
any taxable year beginning prior to 
1950. unless such preceding taxable year 
began in 1949 and ended In 1950. and 
unless all members of the group for such 
preceding taxable year (or the corpora¬ 
tion filing a separate return or joining 
in a consolidated return filed by another 
affiliated group) commenced business in 
1949; and in such case the amount of 
the consolidated net operating loss (or 
net operating loss) for such fifth year 
shall not be treated as a carryover 
except to the extent that such loss is 
allocable to 1950. 

Oil) For purposes of this section, a 
net operating loss attributable to a 
regulated transportation corporation 
shall not be a net operating loss carry¬ 
over to the sixth taxable year following 
the year in which the loss originated un¬ 
less. for such sixth taxable year, the 
corporation to which the loss is attribut¬ 
able is a regulated transportation corpo¬ 
ration; and shall not be a carryover to 
the seventh taxable year following the 
year in which the loss originated unless 
for both such sixth and seventh years the 
corporation to which the loss is attribut¬ 
able is such a regulated transportation 
corporation. 

(iv) In the case of a net operating loss 
for a taxable year beginning in 1955 and 
ending in 1956. attributable to a regu¬ 
lated transportation corporation, the 
amount of such loss which may be car¬ 
ried to— 

(fl> The sixth taxable year following 
the loss year shall be the amount which 
bears the same ratio to the amount which 
would (without regard to the limitation 
prescribed In paragraph (b)(3) of this 
Motion for such sixth taxable year) be 
carried to such sixth taxable year os the 
number of days in the loss year after 
December 31, 1955. bears to the total 
number of days in the loss year, and 


(b) The seventh taxable year following 
the loss year shall be the amount which 
bears the same ratio to the amount which 
would (without regard to the limitation 
prescribed in paragraph (b)(3) of this 
section for such seventh taxable year) 
be carried to such seventh taxable year 
as the number of days in the loss year 
after December 31.1955. bears to the total 
number of days in the loss year. 

The amounts determined under (a) and 
(b) of this subdivision shall be subject 
to the limitation prescribed in paragraph 
(b) (3) of this section. 

(v) See paragraph (b) (21) of this sec¬ 
tion in any case in which a member of 
the group Is an acquiring corporation in 
a transaction described in section 381(a) 
or any member of the group Is subject 
to the limitations provided In section 382. 

(4) Consolidated net operating loss 
carrybacks. (l> The consolidated net 
operating loss carrybacks to the taxable 
year with respect to net operating losses 
sustained in taxable years ending after 
December 31.1957. shall consist of— 

(a) The amount of the consolidated 
net operating loss. If any. for the first 
succeeding taxable year (to the extent 
not attributable to a corporation making 
a separate return or joining in a consoli¬ 
dated return filed by another affiliated 
group for the taxable year) reduced to 
the extent absorbed as a carryback, con¬ 
solidated or separate, as the case may be. 
for the first two preceding taxable years 
(and for the third and fourth preceding 
years with respect to that portion of the 
consolidated net operating loss attribut¬ 
able to the net operating losses of mem¬ 
bers for which certifications have been 
issued under section 317 of the Trade 
Expansion Act of 1962 and with respect 
to which the requirements of section 
172(b)(3)(A) have been met). 

(b) The amount of the consolidated 
net operating loss. If any. for the second 
succeeding taxable year (to the extent 
not attributable to a corporation making 
a separate return or joining in a con¬ 
solidated return filed by another affili¬ 
ated group for the taxable year) reduced 
to the extent absorbed as a carryback, 
consolidated or separate, as the case may 
be, for the first preceding taxable year 
(and for the second and third preceding 
years with respect to that portion of the 
consolidated net operating loss attrib¬ 
utable to the net operating losses of 
members for which certifications have 
been Issued under section 317 of the 
Trade Expansion Act of 1962 and with 
respect to which the requirements of 
section 172(b)(3)(A) have been met), 

(c) The amount of the consolidated 
net operating loss. If any, for the third 
succeeding taxable year (to the extent 
not attributable to a corporation mak¬ 
ing a separate return or joining in a con¬ 
solidated return filed by another affili¬ 
ated group) reduced to the extent 
absorbed as a carryback, consolidated or 
separate, as the case may be. for the 
first two preceding taxable years with re¬ 
spect to that portion of the consolidated 
net operating loss attributable to the net 
operating losses of members for which 
certifications have been Issued under sec¬ 
tion 317 of the Trade Expansion Act of 
1962 and with respect to which the re¬ 
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quirements of section 172(b) (3) (A) have 
been met. 

(if) That portion of the consolidated 
net operating loss for the fourth suc¬ 
ceeding taxable year which Is attribu¬ 
table to the net operating losses of 
members for which certifications have 
been Issued under section 317 of the 
Trade Expansion Act of 1962 and with 
respect to which the requirements of 
section 172(b)(3)(A) have been met (to 
the extent not attributable to a corpora¬ 
tion making a separate return or joining 
in a consolidated return filed by another 
affiliated group for the taxable yeAr), 
reduced to the extent absorbed as a car¬ 
ryback. consolidated or separate, os the 
case may be, for the first preceding tax¬ 
able year, 

(e) That portion of the consolidated 
net operating loss for the fifth succeed¬ 
ing taxable year which is attributable to 
the net operating losses of members for 
which certifications have been Issued un¬ 
der section 317 of the Trade Expansion 
Act of 1962 and with respect to which the 
requirements of section 172(b)(3)(A) 
have been met (to the extent not attribu¬ 
table to a corporation making a separate 
return or Joining In a consolidated re¬ 
turn filed by another affiliated group for 
the taxable year), 

and, with respect to a net operating loss 
sustained by a corporation which, for 
any of the five succeeding taxable years, 
files a separate return or joins in a con¬ 
solidated return filed by another affiliated 
group, but subject to the limitation pre¬ 
scribed In paragraph (b)(3) of this 
section. 

(/) The amount of the net operating 
loss. If any, sustained by such corpora¬ 
tion for the first succeeding taxable 
year, reduced to the extent absorbed in 
a separate return (or In a consolidated 
return) for the first two preceding tax¬ 
able years (and for the third and fourth 
preceding taxable years If a certification 
of such loss has been Issued under section 
317 of the Trade Expansion Act of 1962, 
and the requirements of section 172(b) 
(3) (A) have been met), 

(g) The amount of the net operating 
loss. If any, sustained by such corpora¬ 
tion for the second succeeding taxable 
year, reduced to the extent absorbed in 
a separate return (or in a consolidated 
return) for the first preceding taxable 
year (and for the second and third pre¬ 
ceding taxable years if a certification 
of such loss has been Issued under sec¬ 
tion 317 of the Trade Expansion Act of 
1962, and the requirements of section 
172(b) (3) (A) have been met). 

(h) The amount of the net operating 
loss. If any. sustained by such corporation 
for the third succeeding taxable year, 
reduced to the extent absorbed in a sep¬ 
arate return (or In a consolidated re¬ 
turn) for the first and second preceding 
taxable years if a certification of such 
loss has been Issued under section 317 
of the Trade Expansion Act of 1962, and 
the requirements of section 172(b)(3) 
(A) have been met, 

(l) l Reserved 1 

(j) The amount of the net operating 
loss. If any. sustained by such corpora- 
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tlon for the fourth succeeding taxable 
year (but only If a certification of such 
loss for such year has been Issued under 
section 317 of the Trade Expansion Act 
of 1962. and the requirements of section 
172(b)(3)(A) have been met), reduced 
to the extent absorbed in a separate re¬ 
turn (or in a consolidated return) for 
the first preceding taxable year, and 

(k) The amount of the net operating 
loss. If any. sustained by such corpora¬ 
tion for the fifth succeeding taxable 
year (but only if a certification of such 
loss for such year has been Issued under 
section 317 of the Trade Expansion Act 
of 1962. and the requirements of section 
172(b)(3)(A) have been met). 

If the taxable year In which the net op¬ 
erating loss or consolidated net operat¬ 
ing loss was sustained is a year beginning 
In 1957 and ending In 1958, the carry¬ 
back Is subject to section 172(1) or par¬ 
agraph (b) (4) (v) of this section, re¬ 
spectively. See also paragraph (b) (21) 
of this section In any case In which a 
member of the group Is an acquiring cor¬ 
poration In a transaction described In 
section 381(a). or any member of the 
group is subject to the limitations pro¬ 
vided In section 382. 

(11) The consolidated net operating 
loss carrybacks to the taxable year with 
respect to net operating losses sustained 
In taxable years ending before January 
1.1958, shall consist of— 

(a) The amount of the consolidated 
net operating loss. If any. for the first 
succeeding taxable year (to the extent 
not attributable to a corporation mak¬ 
ing a separate return or joining In a 
consolidated return filed by another 
a mil a ted group for the taxable year) re¬ 
duced to the extent absorbed as a carry¬ 
back. consolidated or separate, as the 
case may be, for the first preceding tax¬ 
able year; 

(b) The amount of the consolidated 
net operating loss, If any. for the second 
succeeding taxable year to the extent 
not attributable to those corporations 
making separate returns In the taxable 
year; 

and. with respect to a net operating loss 
sustained by a corporation which, for 
either of the two succeeding taxable 
years, files a separate return or Joins 
In a consolidated return filed by another 
affiliated group, but subject to the limita¬ 
tions prescribed In paragraph (b)(3) 
of this section. 

(c) The amount of the net operating 
loss. If any. sustained by such corporation 
for the first succeeding taxable year re¬ 
duced to the extent Absorbed by such 
corporation for the first preceding tax¬ 
able year or. if the Income of such corpo¬ 
ration is included In the consolidated 
return for the first preceding taxable 
year, reduced to the extent absorbed by 
such consolidated return; and 

id) The amount of the net operating 
loss, If any. sustained by such corpo¬ 
ration for the second succeeding taxable 
year. 

See. however, paragraph (b)(21) of this 
section In any case In which a member 
of the group is an acquiring corporation 
In a transaction described in section 381 
(a) or any member of the group is sub- 
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Ject to the limitations provided in sec¬ 
tion 382. 

(5) Consolidated net operating loss. 
The consolidated net operating loss shall 
be an amount equal to the excess of the 
sum of: 

(I) The combined net operating losses 
of the several affiliated corporations hav¬ 
ing net operating losses. 

(II) The consolidated section 175 de¬ 
duction. but not In excess of 25 percent 
of the consolidated section 175 gross 
Income. 

(III) The consolidated section 181 de¬ 
duction. 

(iv) The consolidated section 1231 net 
loss, 

(v) The aggregate of the deductions 
of the several affiliated corporations un¬ 
der sections 243. 244. and 245 (computed 
without regard to the limitation con¬ 
tained In section 246(b)) and under sec¬ 
tion 247 (computed without regard to 
the limitation of subsection (a)(1)(B) 
of such section). and 

(vl) The consolidated section 582(c) 
net loss, 

over the sum of— 

(Yli) The combined taxable Income of 
the several affiliated corporations hav¬ 
ing taxable income, computed without 
regard to any deductions under section 
242 (relating to partially tax-exempt In¬ 
terest), and 

(viil) The consolidated net capital 
gain. 

(6) Consolidated section 1231 net loss. 
The consolidated section 1231 net loss 
shall be the excess ol the aggregate of 
the recognized losses of the character 
described in section 1231 sustained by the 
several affiliated corporations over the 
aggregate of the recognized gains of the 
character described in section 1231 real¬ 
ized by the several affiliated corporations. 

(7) Consolidated charitable contribu¬ 
tion deduction. The consolidated chari¬ 
table contribution deduction shall be the 
aggregate of the amount of the deduc¬ 
tions of the several affiliated corpora¬ 
tions allowable under section 170 for the 
taxable year (determined without regard 
to the 5-percent limitation of section 170 
(b) (2)) and an amount equal to the ag¬ 
gregate of the consolidated charitable 
contribution carryovers to the taxable 
year. 

(8) Consolidated charitable contri¬ 
bution carryovers. The consolidated 
charitable contribution carryovers to 
the taxable year shAll consist of— 

(1) The excess. If any, of the amount 
of the consolidated charitable contri¬ 
bution deduction (computed without re¬ 
gard to any charitable contribution 
carryovers) for the two preceding tax¬ 
able years over the limitation of sub- 
paragraph (1X1) (c) of this paragraph 
for such years to the extent that the con¬ 
solidated charitable contribution de¬ 
duction for any such preceding year was 
not attributable to a corporation making 
a separate return, or Joining in a con¬ 
solidated return filed by another affili¬ 
ated group, for the taxable year 
reduced by— 

(a) The amount absorbed as a carry¬ 
over by the consolidated or separate 
taxable income for the Intervening tax¬ 
able year, and 


(5) The Increase In a consolidated or 
separate net operating loss carryover re¬ 
sulting from such excess, 

and. with respect to any excess of 
charitable contributions over the appli¬ 
cable 5-percent limitation of a corpora¬ 
tion In a taxable year for which a 
separate return was filed, or for which 
such corporation joined in a consoli¬ 
dated return filed by another affiliated 
group— 

(U) The amount of such excesses of 
such corporation for the two preceding 
taxable years reduced by: 

(a) The amount absorbed as a carry¬ 
over by the consolidated or separate tax¬ 
able income for the intervening taxable 
year, and 

(b) The increase in a consolidated or 
separate net operating loss carryover 
resulting from such excess. 

(9) Consolidated net capital gain 
The consolidated net capital gain shall 
be the excess of the sum of— 

(1> The aggregate of the capital gains 
of the several affiliated corporation^ 

(II) The consolidated section 1231 net 
gain, and 

(III) The consolidated section 582(c) 
net gain, 

over the sum of— 

(Iv) The aggregate of the capital 
losses of such corporations, and 

(v) The aggregate of the consolidated 
net capital loss carryovers to the taxable 
year. 

(10) Consolidated section 1231 net 
gain. The consolidated section 1231 net 
gain shall be the excess of the aggregate 
of the recognized gains of the character 
described In section 1231 realized by the 
several affiliated corporations over the 
aggregate of the recognized losses cf the 
character described In section 1231 sus¬ 
tained by the several affiliated corpora¬ 
tions. 

(11) Consolidated net capital loss 
carryover. The consolidated net capi¬ 
tal loss carryovers to the taxable year 
shall consist of: 

(I) The consolidated net capital losses. 
If any, for the 5 preceding taxable years 
to the extent that such losses were not 
attributable to a corporation making a 
separate return, or joining In a consoli¬ 
dated return filed by another affiliated 
group, for the taxable year, and were not 
absorbed by net capital gains for inter¬ 
vening taxable years pursuant to the 
provisions of section 1212 or correspond¬ 
ing provisions of prior law. consolidated 
or separate, as the case may be, 

and. with respect to net capital losses 
sustained by a corporation for taxable 
years for which separate returns were 
filed, or for which such corporation 
Joined in a consolidated return filed by 
another affiliated group. 

(II) The net capital losses, if any, sus¬ 
tained by such corporation for its 5 pre¬ 
ceding taxable years to the extent that 
such losses were not absorbed by the net 
capital gains of such corporation <or. 1 ' 
the income of such corporation was in¬ 
cluded in a consolidated return, by the 
consolidated net capital gain) for inter¬ 
vening taxable years pursuant to the 
provisions of section 1212 or correspond¬ 
ing provisions of prior law. 
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(12) Consolidated net capital loss. 
The consolidated net capital loss shall 
be the excess of the aggregate of the 
capital losses of the several affiliated 
corporations over the sum of: 

(1 1 The aggregate of the capital gains 
of such corporations. 

<ll) The consolidated section 1231 net 
gain, and 

(111) The consolidated section 582(c) 

net nain. 

reduced in the case of an affiliated group 
Including as members one or more cor¬ 
porations subject to the tax imposed by 
lection 831. but only for the purpose of 
net capital loss carryover computations, 
by whichever of the following amounts is 
the lesser— 

<lv> The combined additional capital 
loss deductions of such corporations au¬ 
thorised by section 832(c)(5). or 

(v) The consolidated taxable Income 
computed without regard to capital 
gains and losses and without regard to 
any deduction for partially tax-exempt 
Interest provided by section 242. 

(13) Consolidated dividends received 
deduction . The consolidated dividends 
received deduction shall be the aggre¬ 
gate of the deductions of the several 
affiliated corporations allowable under 
sections 243. 244. and 245 (computed 
without regard to the limitation of sec¬ 
tion 246 (b)). but in an amount not 
greater than 85 percent of the consoli¬ 
dated taxable income computed without 
regard to the consolidated net operating 
loss deduction, the consolidated section 
247 deduction, and without regard to any 
consolidated dividends received deduc¬ 
tion. The limitation of the previous 
sentence shall not apply for any taxable 
year for which there Is a consolidated 
net operating loss. 

(14) Consolidated section 247 deduc¬ 
tion . The consolidated section 247 de¬ 
duction, relating to dividends paid by 
public utilities on preferred stock, shall 
be an amount computed as follows: 

<i) First, determine the amount which 
b the lesser of. 

(a) The aggregate of the dividends 
paid by members of the affiliated group 
which are public utilities within the 
meaning of section 247(b)(1) on pre¬ 
ferred stock within the meaning of sec¬ 
tion 247(b) (2). or 

(b) The portion of the consolidated 
taxable income for the taxable year at¬ 
tributable to such members computed 
without regard to the consolidated sec¬ 
tion 247 deduction. 

(ii) Then multiply the amount deter¬ 
mined under subdivision (1) of this sub- 
paragraph by the fraction specified in 
section 247 (a) (2). 

(15) Consolidated section 922 deduc¬ 
tion, The consolidated section 922 de¬ 
duction. relating to Western Hemisphere 
trade corporations, shall be that portion 
of the consolidated taxable income at¬ 
tributable to those members of the affili¬ 
ated group which are Western Hemi¬ 
sphere trade corporations (computed 
without regard to the consolidated sec¬ 
tion 922 deduction) multiplied by the 
fraction specified in section 922 (2). 

(16) Consolidated net long-term cap¬ 
ital gain. The consolidated net long¬ 
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term capital gain shall be the excess of 
the sum of: 

(I) The aggregate of the long-term 
capital gains of the several affiliated cor¬ 
porations. and 

til) The consolidated section 1231 net 
gain. 

over 

(ill) The aggregate of the long-term 
capital losses of such corporations. 

(17) Consolidated net short-term cap¬ 
ital loss . The consolidated net short¬ 
term capital loss shall be the sum of— 

(i) The aggregate of the short-term 
capital losses of the several affiliated 
corporations, and 

(ii) The consolidated net capital loss 
carryovers, 

m in us 

<lii> The aggregate of the short-term 
capital gains of such corporations. 

(18) Consolidated accumulated tax¬ 
able income . The consolidated accumu¬ 
lated taxable Income shall be the con¬ 
solidated taxable lnoome computed with¬ 
out regard to any capital loss carryover, 
without regard to any charitable con¬ 
tribution deduction under section 170, 
without regard to any net operating loss 
deduction, and without regard to any 
deduction under part VTII (section 241 
and following, except section 248) sub- 
chaptcr B of chapter l of the Code, minus 
the sum of: 

(i) The combined Federal income and 
excess profits taxes (other than the ex¬ 
cess profits tax imposed by subchapter 
E, chapter 2 of the Internal Revenue 
Code of 1939. for taxable years beginning 
after December 31, 1940) and income, 
war profits and excess profits taxes of 
foreign countries and possessions of the 
United States (to the extent not allow¬ 
able as a deduction under section 164(b) 
(6)). accrued during the taxable year 
by the several affiliated corporations or 
deemed to be paid by the several do¬ 
mestic affiliates under section 902(a) (1) 
or 960(a)(1)(C) for the taxable year, 
but not Including the accumulated earn¬ 
ings tax imposed by section 531, the 
personal holding company tax imposed 
by section 541. or the taxes imposed by 
corresponding sections of a prior income 
tax law, 

(II) The consolidated charitable con¬ 
tribution deduction computed without 
regard to section 170(b) (2). 

(ill) The excess of the sum of the cap¬ 
ital losses of the several affiliated corpo¬ 
rations (computed without regard to any 
capital loss carryover) over the sum of 
the capital gains of such corporations. 

(iv) The excess of the consolidated 
net long-term capital gain over the 
consolidated net short-term capital loss 
(computed without regard to any capital 
loss carryover) minus the taxes imposed 
by subtitle A attributable to such excess. 

(v> In the case of on affiliated group 
including one or more holding company 
affiliates of a bank, as defined in section 
2 of the Banking Act of 1933 (12 U.8.C. 
221a), the consolidated section 601 de¬ 
duction. relating to earnings or profits 
devoted to the acquisition of readily mar¬ 
ketable assets, other than bank stock. 

(vl) The consolidated accumulated 
earnings credit, and 
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(vli) The consolidated section 561 
dividends paid deduction. 

(19) Consolidated accumulated earn¬ 
ings credit The consolidated accumu¬ 
lated earnings credit shall be: 

(i) In the case of an affiliated group 
which Is not a mere holding or invest¬ 
ment group, an amount equal to such 
part of the aggregate of the earnings and 
profits for the taxable year of the several 
members of the group as are retained 
for the reasonable needs of the business 
of the group, minus the deduction al¬ 
lowed by subparagraph (18) (iv) of this 
paragraph, but not less than the amount 
(if any) by which $100,000 ($60,000 if the 
taxable year begins before January 1. 
1958> exceeds the aggregate of the ac¬ 
cumulated earnings and profits of the 
several members of the group at the close 
of the preceding taxable year, or 

(ii) In the case of an affiliated gToup 
which is a mere holding or investment 
group, the amount (if any) by which 
$100,000 (or $60,000 if the taxable year 
begins before January 1, 1958) exceeds 
the aggregate of the accumulated earn¬ 
ings and profits of the several members 
of the group at the close of the preceding 
taxable year. 

For the purpose of subdivision (1) of this 
subparagraph, the amount of the earn¬ 
ings and profits for the taxable year of 
the several members of the group which 
are retained Is the amount by which the 
aggregate of the earnings and profits 
of the several members of the group for 
the taxable year exceed the consolidated 
section 561 dividends paid deduction for 
such year. For the purpose of the pre¬ 
ceding sentence and subdivision (ii) of 
this subparagraph, the accumulated 
earnings and profits of the several mem¬ 
bers of the group at the close of the pre¬ 
ceding taxable year shall be reduced by 
the dividends paid to other than mem¬ 
bers of the group under section 563 (a) 
(relating to dividends paid after the 
close of the taxable year) which are con¬ 
sidered as paid during such taxable year. 

(20) Consolidated section 561 divi¬ 
dend paid deduction . The consolidated 
section 561 dividends paid deduction 
shall be the sum of: 

(I) The aggregate of the deductions 
allowable to the several members of the 
group with respect to dividends under 
section 561 (a) (1) and (2) determined 
without regard to any deductions at¬ 
tributable to payments made or consid¬ 
ered to be made of dividends to other 
members of the group, and 

<ii) In case the affiliated group Is 
subject to tax on its consolidated un¬ 
distributed personal holding company 
income, the consolidated dividend carry¬ 
over. 

(21) Consolidated section 542 gross in¬ 
come. The consolidated section 542 
gross Income shall be the combined gross 
income of the several members of the 
affiliated group computed without re¬ 
gard to any gross Income from other 
members of the group and by including 
only the excess of the gains of the several 
members of the group over the losses of 
the several members of the group from 
transactions in stocks or securities as de¬ 
scribed in section 543 (a) (2) and by 
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including only the excess of the gains of 
the several members of the group over 
the losses of the several members of the 
group with respect to commodity trans¬ 
actions as described in section 543 (a) 

(3). , - ... 

(22) Consolidated personal holding 
company income . The consolidated per¬ 
sonal holding company income shall be 
that part of the consolidated section 542 
gross income from the sources described 
in section 543. 

(23) Consolidated undistributed per¬ 
sonal holding company income. The 
consolidated undistributed personal 
holding company income shall be the 
consolidated taxable income computed 
without regard to any deductions under 
part vm (section 241 and following, 
except section 248). subchapter B. chap¬ 
ter 1 of the Code, without regard to 
any charitable contribution deduction 
under section 170, without regard to any 
net operating loss deduction, and without 
regard to deductions disallowed by sec¬ 
tion 545 (b) (8). minus the sum of: 

(1) The combined Federal income and 
excess profits taxes (other than the ex¬ 
cess profits tax imposed by subchapter E, 
chapter 2 of the Internal Revenue Code 
of 1939 for taxable years beginning after 
December 31. 1940) and Income, war 
profits and excess profits taxes of for¬ 
eign countries and possessions of the 
United States (to the extent not allow¬ 
able as a deduction under section 164(b) 
(6)) accrued during the taxable year by 
the several affiliated corporations or 
deemed to be paid by the several domes¬ 
tic affiliates under section 902(a)(1) or 
900(a)(1)(C) for the taxable year, but 
not including the accumulated earnings 
tax imposed by section 531. the personal 
holding company tax imposed by section 
541. or the taxes imposed by the cor¬ 
responding sections of prior income tax 
law; ^ . 

<il) In lieu of the deduction provided 
by subparagraph (1) (i) <c) of this para¬ 
graph. the consolidated charitable con¬ 
tribution deduction computed without 
the application of section 170(b) <2) but 
limited as provided in section 170(b)(1) 
(A) and (B) (except that the 10-percent 
and 20-percent limitations therein shall 
be applied with respect to the consoli¬ 
dated adjusted gross income); 

Oil) The amount of the consolidated 
net operating loss for the preceding tax¬ 
able year (computed without the deduc¬ 
tions provided in part VIII (section 241 
and following), except section 248. sub¬ 
chapter B. chapter 1 of the Code, if the 
current taxable year begins after Decem¬ 
ber 31. 1957) to the extent not attribut¬ 
able to a corporation making a separate 
return, or Joining in a consolidated re¬ 
turn filed by another affiliated group for 
the taxable year, and, with respect to a 
corporation which filed a separate return 
or Joined in a consolidated return filed 
by another affiliated group for the pre¬ 
ceding taxable year, the net operating 
loss of such corporation lor such preced¬ 
ing taxable year (computed without the 
deductions provided In part VIII (section 
241 and following), except section 248. 
subchapter B, chapter 1 of the Code, if 
the current taxable year begins after De¬ 
cember 31, 1957) but not in excess of 


the portion of the consolidated personal 
holding company Income attributable to 
such corporation for the taxable year; 

Uv> The excess of the consolidated 
net long-term capital gain for the tax¬ 
able year over the consolidated net 
short-term capital loss for such year 
minus the taxes imposed by subtitle A 
of the Code attributable to such excess; 

(v) The aggregate amount subject to 
the provisions of section 545 <b) (7) 
used or irrevocably set aside by the sev¬ 
eral affiliated corporations to pay or re¬ 
tire Indebtedness incurred prior to Janu¬ 
ary 1, 1934, not Including such portion 
of any such indebtedness as was owned 
on January 1.1934, or at any time there¬ 
after. directly or indirectly, by another 
member of the group; 

(vl) The sum of the amounts deduct¬ 
ible by the several members of the affil¬ 
iated group allowable under section 545 
(b) (9). but there shall be added to the 
consolidated taxable Income any amount 
required to be Included In taxable Income 
under such section; 

evil) The consolidated section 561 
dividends paid deduction; and 

(viii) In the case of an affiliated group 
Including one or more holding company 
affiliates of a bank, as defined in section 
2 of the Banking Act of 1933 (12 U J8.C. 
221a), the consolidated section 601 de¬ 
duction. relating to earnings or profits 
devoted to the acquisition of readily 
marketable assets, other than bank stock. 

(24) Consolidated adjusted gross in¬ 
come. The consolidated adjusted gross 
Income shall be the consolidated taxable 
income computed without regard to any 
charitable contributions deductions, any 
deductions under part VIII (section 241 
and following), except section 248. sub¬ 
chapter B. chapter 1 of the Code, any net 
operating loss carryback to the taxable 
year, any deductions under section 922, 
and without deduction of the amount 
disallowed by section 545(b) (8). 

(25) Consolidated deficiency dividends 
deduction. The consolidated deficiency 
dividends deduction shall be the aggre¬ 
gate of the amounts determined as pro¬ 
vided in section 547 with respect to 
dividends distributed by the several 
members of the affiliated group pursuant 
to a determination of liability for per¬ 
sonal holding company tax described in 
section 547. with respect to the consoli¬ 
dated undistributed personal holding 
company income of the affiliated group 
for the taxable year of the group com¬ 
puted without regard to any dividends 
distributed to members of the affiliated 
group. 

(26) Consolidated dividend carryover . 
The consolidated dividend carryover to 
the taxable year shall be the sum of— 

(i) The excess of— 

(a) The consolidated section 561 divi¬ 
dends paid deduction for the first pre¬ 
ceding taxable year, determined without 
regard to any consolidated dividend 
carryover, over 

(b> The consolidated undistributed 
personal holding company Income for 
such year, determined without regard to 
any dividends paid deduction and divi¬ 
dend carryover. 

to the extent that such deduction and 
such income are not attributable to a 


corporation making a separate return, or 
joining in a consolidated return filed by 
another affiliated group, for the taxable 
year. 

(ii) The amount of the consolidated 
section 561 dividends paid deduction 
(determined as provided in subdivision 
(1) (a) of this subparagraph) for the 
second preceding taxable year reduced 
by the consolidated undistributed per¬ 
sonal holding company income for such 
year (determined as provided In subdivi¬ 
sion (i) (b) of this subparagraph) and 
further reduced by the amount of the 
consolidated undistributed personal 
holding company Income for the first 
preceding taxable year determined with¬ 
out regard to any dividend carryover 
from the second preceding taxable year 
to the extent that any such consolidated 
section 561 dividends paid deduction and 
any such consolidated undistributed per¬ 
sonal holding company Income are not 
attributable to a corporation making t 
separate return, or Joining in a consoli¬ 
dated return filed by another affiliated 
group for the taxable year. 

and. with respect to taxable years for 
which a member of the affiliated group 
filed a separnte return or for which such 
member Joined in a consolidated return 
filed by another affiliated group— 

(ill) The excess of the deduction al¬ 
lowable to such corporation under sec¬ 
tion 561 for dividends paid for the first 
preceding taxable year (determined 
without regard to any dividend carry¬ 
over) over the taxable income of such 
corporation for such year computed with 
the adjustments provided In section 545 
(or if its Income was included In the 
consolidated return of another affiliated 
group, that portion of the excess of the 
consolidated section 561 dividends paid 
deductions (determined as provided in 
subdivision (i) (a) of this subpara¬ 

graph) for the first preceding taxable 
year, over the consolidated undistributed 
personal holding company income (de¬ 
termined as provided in subdivision (i) 
(b) of this subparagraph) for such year 
attributable to such corporation), and 

(Iv) The excess of the deduction al¬ 
lowable to such corporation under sec¬ 
tion 561 (determined without regard to 
any dividend carryover) for the second 
preceding taxable year over the taxable 
income of such corporation for such year 
computed with the adjustments provided 
in section 545 (or if its income was In¬ 
cluded in the consolidated return or 
another affiliated group, that portion 
of the excess of the consolidated section 
561 dividends paid deduction (deter¬ 
mined os provided in subdivision (i) (<*) 
of this subparagraph) for the second 
preceding taxable year, over the consol¬ 
idated undistributed personal holding 
company income (determined as pro¬ 
vided In subdivision (1) <b> of this sub- 
paragraph) for such year, attributable 
to such corporation) and reduced by— 
(a) The excess of the amount of its 
taxable income so computed for the first 
preceding taxable year over its dividends 
paid deduction under section 
termlned without regard to any dividend 
carryover from the second preceding 
taxable year (or, if its income was in¬ 
cluded in the consolidated return of an- 
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other affiliated group, that portion of 
the amount of such deduction absorbed 
in such consolidated return of another 

affiliated group), or 

(5) If the income of such corporation 
ts included In the consolidated return 
for the first preceding taxable year, the 
excess, if any. of the consolidated undis¬ 
tributed personal holding company in¬ 
come (determined without regard to any 
dividends paid deduction and dividend 
carryover) for the first preceding tax¬ 
able year over the consolidated section 
Ml dividends paid deduction for such 
year, determined without regard to any 
dividend carryover. 

(37) Consolidated section 601 deduc¬ 
tion. The consolidated section 601 de¬ 
duction relating to bank affiliates, shall 
be an amount equal to the aggregate of 
the earnings or profits of members of the 
group which are holding company affili¬ 
ates of a bank as defined in section 2 of 
the Banking Act of 1933 (12 U S C. 221a) 
devoted to the acquisition of readily mar¬ 
ketable assets other than bonk stock (not 
Including any asset acquired, directly or 
Indirectly, from another member of the 
group), subject. In the case of each such 
affiliate, to the limitations imposed by 
section 601 determined without regard to 
the qualifications expressed in paragraph 
(b)(1) (ti> and (ill) of this section. 

(28) Consolidated life insurance com¬ 
pany taxable income . The consolidated 
life insurance company taxable Income in 
the case of on affiliated group consisting 
of corporations subject to the tax im¬ 
posed by section 802 shall be the con¬ 
solidated taxable income minus the con¬ 
solidated section 804 deduction and plus 

, the consolidated section 806 adjustment. 

(29) Consolidated section 804 deduc¬ 
tion. The consolidated section 804 de¬ 
duction relating to the reserve and other 
policy liabilities shall be the consolidated 
taxable income multiplied by a figure to 
be determined and proclaimed by the 
Secretary for each taxable year pursuant 
to section 804. 

(30) Consolidated section 806 adjust¬ 
ment. The consolidated section 806 ad¬ 
justment relating to certain reserves 
provided in section 806 shall be an 
tmount equal to 3ft percent of the com¬ 
bined unearned premiums and unpaid 
losses of the several affiliated corpora¬ 
tions on contracts other than life in¬ 
surance or annuity contracts computed 
in the case of each corporation pursuant 
to the provisions of section 806 but the 
combined unearned premiums shall not 
oe considered to be less than 25 percent 
of the combined net premi um* on such 
other contracts written during the tax¬ 
able year. 

(31) Consolidated 1954 life insurance 
company taxable income . The consoll- 

insurance company tax- 
ab.e income in the case of an affiliated 
group consisting of corporations subject 
to the tax Imposed by section 602 <b> for 
taxable years beginning in 1954 shall be 
consolidated taxable Income plus 
eight times the consolidated section 806 
adjustment and minus the consolidated 
reserve interest credit, if any. 

f 32> Consolidated reserve interest 
credit. The consolidated reserve Interest 
credit shall be the aggregate of the 


reserve interest credits of the several 
members of the affiliated group. 

(33) Consolidated section 175 deduc¬ 
tion . The consolidated section 175 
deduction shall be the aggregate of the 
amount of the deductions of the several 
affiliated corporations allowable under 
section 175 for the taxable year (deter¬ 
mined without regard to the 25 percent 
limitation of section 175 (b)) and an 
amount equal to the aggregate of the 
consolidated section 175 carryovers to 
the taxable year. 

(34) Consolidated section 175 cross 
income. The consolidated section 175 
gross Income shall be the combined gross 
income derived from farming of the sev¬ 
eral affiliated corporations engaged in 
the business of farming and having ex¬ 
penditures of the type described in sec¬ 
tion 175 (a). For this purpose, there 
shall be eliminated profits and losses on 
Intercompany transactions; and proper 
adjustment shall be made to eliminate 
any distortion In the amount of gross 
income attributable to transactions be¬ 
tween members of the affiliated group 
at markedly fictitious values. 

(35) Consolidated section 175 carry¬ 
overs. The consolidated section 175 
carryovers to the taxable year shall 
consist of— 

(i) The excess, if any. of the amount 
of the consolidated section 175 deduc¬ 
tions over 25 percent of the consolidated 
section 175 gross income of preceding 
taxable years to the extent that such 
consolidated section 176 deduction for 
any preceding taxable year was not 
attributable to a corporation making a 
separate return or Joining in a consoli¬ 
dated return filed by another affiliated 
group for the taxable year and was not 
absorbed as a carryover by the con¬ 
solidated section 175 gross income for 
preceding taxable years 

and. with respect to any excess of de¬ 
ductions under section 175 over the 25 
percent limitation of section 175 (b) of 
a corporation in a taxable year for which 
a separate return was filed or for which 
such corporation joined in a consoli¬ 
dated return filed by another affiliated 
group, but subject to the limitation pre¬ 
scribed in paragraph (b)(15) of this 
section. 

(11) The amount of such excesses of 
such corporation for preceding taxable 
years to the extent that such excesses 
were not absorbed as carryovers for 
preceding taxable years. 

(36) Consolidated section 582(c) net 
loss. The consolidated section 582(c) 
net loss shall be the excess of the ag¬ 
gregate of the losses of the character 
described in section 582(c) recognized in 
a taxable year beginning after December 
31. 1958. by the several affiliated corpo¬ 
rations which arc banks over the aggre¬ 
gate of gains of the character described 
in section 582(c) recognized in such tax¬ 
able year by the several affiliated corpo¬ 
rations which are banks. 

(37) Consolidated section 582(c) net 
gain. The consolidated section 582(c) 
net gain shall be the excess of the aggre¬ 
gate of the gains of the character de¬ 
scribed in section 582(c) recognized in a 
taxable year beginning after December 
31. 1958. by the several affiliated corpo¬ 


rations which ore banks over the aggre¬ 
gate of the losses of the character 
described in section 582(c) recognized in 
such taxable year by the several affiliated 
corporations which arc banks. 

(38) Consolidated section 181 deduc¬ 
tion. The consolidated section 181 de¬ 
duction for the taxable year shall be 
the sum of— 

(i) With respect to the portion of a 
consolidated unused credit not attribut¬ 
able to a corporation making a separate 
return or Joining in a consolidated re¬ 
turn filed by another affiliated group for 
such taxable year, the amount deter¬ 
mined under the provisions of section 
181. and 

(il) With respect to unused credits 
arising in unused credit years for which 
a corporation filed a separate return or 
Joined in a consolidated return filed by 
another affiliated group, the amount de¬ 
termined under the provisions of section 
181. 

(b> Computations . In the case of af¬ 
filiated corporations which make, or are 
required to make, a consolidated return, 
and except as otherwise provided in the 
regulations under section 1502: 

(1) Taxable income . The taxable In¬ 
come of each corporation shall be com¬ 
puted In accordance with the provisions 
covering the determination of taxable 
income of separate corporations, ex¬ 
cept: 

(I) There shall be eliminated unreal¬ 
ized profits and losses in transactions 
between members of the affiliated group 
and dividend distributions from one 
member of the group to another member 
of the group (referred to in the regula¬ 
tions under section 1502 os Intercompany 
transactions); 

(II) No net operating loss deduction 
shall be taken into account; 

(ill) No capital gains or losses shall be 
taken into account; 

(iv) There shall be disregarded all 
gains and losses frem Involuntary con¬ 
versions subject to section 1231. and from 
sales and exchanges of property sub¬ 
ject to section 1231; 

(v) In the computation of the deduc¬ 
tion under section 171. relating to amor¬ 
tizable bond premium, there shall be 
disregarded the bonds of one member of 
the group owned by another member of 
the group during the taxable year; 

(vi> In the computation of the tax¬ 
able income of a corporation for the tax¬ 
able year in which it became the com¬ 
mon parent corporation of the affiliated 
group filing a consolidated return, the 
aggregate deductions of such corpora¬ 
tion for such year otherwise allowable 
In excess of the gross income of such 
corporation for such year shall be ex¬ 
cluded to the extent that such excess 
is attributable to that portion of such 
year preceding the date upon which 
such corporation became the common 
parent corporation of the group. Any 
amount excluded under this paragraph 
shall, to the extent that it constitutes 
a net operating loss within the provisions 
of section 172 or a net capital loss within 
the provisions of section 1222. be con¬ 
sidered as a net operating loss or a net 
capital loss, as the case may be, sepa¬ 
rately sustained by such corporation 
and subject to the provisions of para- 
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graph (a) (3) <U) or (11) (11) of this 
section; 

(vli) In the case of a corporation 
which became a member of the affili¬ 
ated group after January X. 1954. com¬ 
mon parent corporation or subsidiary, as 
the case may be. allowable deductions 
shall be determined subject to the quali¬ 
fications prescribed in subparagraph (9) 
of this paragraph; 

(vili) No deduction under section 170 
with respect to charitable or other con¬ 
tributions shall be taken into account; 

(ix) In the case of the deduction pro¬ 
vided in section 615 (relating to mine 
exploration expenditures), the allowable 
deduction shall be determined subject 
to the qualifications prescribed in sub- 
paragraph (12) of this paragraph; 

(x) In the case of a distribution of 
inventory to which section 311 <b> is 
applicable, or In the case of a distribu¬ 
tion of property to which section 311 (c) 
is applicable by one member of the 
group to another member of the group, 
the gain recognized under such sections 
shall be eliminated; 

(xl) No deductions under section 243. 
244. 245. or 247 (relating to deductions 
with respect to dividends received and 
dividends paid) or under section 922 
(relating to the special deduction for 
Western Hemisphere trade corpora¬ 
tions) . shall be taken Into account; 

(xli) No deductions under section 175 
(relating to soil and water conservation 
expenditures) shall be taken Into ac¬ 
count by a member of an affiliated group 
to which the consolidated section 175 
deduction is applicable; 

(xiii) In the case of a bank, for tax¬ 
able years beginning after December 31. 
1958. there shall be disregarded all gains 
and losses from sales and exchanges of 
property described in section 582(c); and 

(xiv) No deduction under section 181 
(relating to deduction for certain unused 
investment credit) shall be taken into 
account. 

Intercompany profits and losses which 
have been realized by the group through 
final transactions with persons other 
than members of the group, and Inter¬ 
company transactions which do not af¬ 
fect the consolidated taxable income 
shall not be eliminated. For the pur¬ 
pose of this subparagraph, gain includ¬ 
ible in income pursuant to section 357(c) 
with respect to transfers of assets other 
than capital assets and other than as¬ 
sets to which section 1231 Is applicable, 
and gain includible In income by reason of 
the application of paragraph (a) <1> (111) 
of 1 1.1502-37A, shall not be eliminated. 
For the purpose of the regulations under 
section 1502. a transaction not involving 
a sale or exchange of a capital asset or 
of property subject to the provisions of 
section 1231 shall not be considered an 
Intercompany transaction if such trans¬ 
action occurs in the regular course of 
the trade or business of the members of 
the group and If such members adopt, 
with the consent of the Commissioner 
and subject to such conditions as he 
deems proper, a consistent accounting 
practice of taking into account in the 
computation of consolidated taxable in¬ 
come the gains and losses reflected In 
such transactions. As used in this para¬ 
graph, the term "taxable income" in- 
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eludes the case in which the allowable 
deductions of a member (not including 
any net operating loss deduction) exceed 
its gross income. For purposes of sec¬ 
tion 593(b)(2) (relating to addition to 
reserve for bad debts). taxable income of 
an organization to which section 593 
Applies shall be computed as if such 
organization filed a separate return for 
the taxable year. 

(2) Other computations on separate 
basis. The various other computations 
required by the regulations under sec¬ 
tion 1502 to be made by the several 
affiliated corporations shal! be made in 
the case of each such corporation in the 
same manner and under the same con¬ 
ditions as if a separate return were to 
be filed, but with the following excep¬ 
tions; 

(1) Taxable income. The taxable In¬ 
come u. c ed in any such computation 
shall be the taxable income of the cor¬ 
poration determined in accordance with 
the provisions of this section. 

(ii> Dividends received. In the com¬ 
putation of the dividends received, there 
shall be excluded all dividends received 
from other members of the affiliated 
group. 

(ill) Capital gains and losses . Capital 
gains and losses, short-term capital 
gains and losses, long-term capital gains 
and losses, and the additional capital 
loss deduction authorized by section 832 
(c) (5) shall be determined without re¬ 
gard to: 

(a) Gains or losses arising In inter¬ 
company transactions (other than gains 
described in section 357 <e)) and gains 
recognized to the distributing corpora¬ 
tion pursuant to section 311 (c) by rea¬ 
son of distributions by one member of 
the group to another member of the 
group. 

(b) Gains or losses from involuntary 
conversions and from sales or exchanges 
of property subject to the provisions of 
section 1231. 

(c) The net capital loss carryovers 
provided in section 1212, 

(d) In the case of a corporation which 
became a member of the affiliated group 
subsequent to January 1. 1954. common 
parent corporation or subsidiary, as the 
case may be. capital losses to the extent 
disallowed pursuant to the provisions 
of subparagraph (9) of this paragraph, 
and 

<e) In the case of a bank, for taxable 
years beginning after December 31, 1958, 
gains or losses from sales or exchanges of 
property described in section 582(c). 

(iv) Net operating loss . In the com¬ 
putation of the net operating loss, as 
defined in section 172. the provisions of 
this section pertaining to the determi¬ 
nation of taxable Income shall apply. 

(?) Dividends paid. In the computa¬ 
tion of dividends paid, there shall be 
excluded all dividends paid by one mem¬ 
ber of the group to another, except as 
provided in paragraph (b)(4) of 
8 1.1502-30A. 

(Ti) Federal income tax. In the com¬ 
putation of the Federal Income tax, there 
shall be used the consolidated tax. or a 
proportionate part thereof, if the tax 
payable Js properly computed on the 
basis of the consolidated return. 


<vii) Dividends paid by public, utility. 
In the computation of dividends paid oa 
the preferred stock of a public utility, 
there shall be excluded all dividends paid 
by such public utility to another member 
of the group. 

(viil) Gains or losses under section 
1231. Gains and losses from involuntary 
conversions subject to section 1231. and 
from sales or exchanges of property sub¬ 
ject to section 1231 shall be determined 
without regard to¬ 
tal Gains and losses from intercom¬ 
pany transactions (other than gains de¬ 
scribed in section 357 <c)) and gains 
recognized pursuant to section 311 <c) 
upon the distribution of property sub¬ 
ject to the provisions of section 1231 by 
one member of the group to another 
member of the group, and 

ib) In the case of a corporation which 
became a member of the affiliated group 
subsequent to January 1. 1954, common 
parent corporation or subsidiary, as the 
case may be. such portion of any such 
loss as is disallowed pursuant to the 
provisions of subparagraph (9) of this 
paragraph. 

(lx) Mutual savings banks . domestic 
building and loan associations, and co¬ 
operative banks . In the case of a mutual 
savings bank, a domestic building and 
loan association, and a cooperative 
bonk; 

(a) In the computation of total de¬ 
posits or withdrawable accounts at the 
close of the taxable year for the purpose 
of section 593 (relating to the deduction 
for bad debts), there shall be excluded 
the total deposits or withdrawable ac¬ 
counts of other members of the group, 
and 

(b) In the computation of the deduc¬ 
tion provided in section 591 (relating to 
dividends paid by banking corporations), 
there shall be excluded amounts paid to, 
or credited to the accounts of, other 
members of the group. 

(3) Limitation on net operating loss 
carryovers and carrybacks from separate 
return years, (i) In no case shall there 
be included in the consolidated net op¬ 
erating loss deduction for the taxable 
year as consolidated net operating loss 
carryovers or carrybacks under para¬ 
graph (a) (3) (!) tb>. (4) (1) </),(0>,(ft>. 
(;>, and (fc).and (11) (c) and <d> of this 
section (relating to net operating losses 
sustained by a corporation in years for 
which separate returns were filed, or for 
which such corporation Joined in a con¬ 
solidated return filed by another affili¬ 
ated group) an amount exceeding the 
taxable income of such corporation In¬ 
cluded in the computation of the consol¬ 
idated taxable Income for the taxable 
year, adjusted as provided in subdivision 
(il) of this subparagraph. This subdi¬ 
vision shall not be applicable to a carry¬ 
over under paragraph (a)(3Hi)(&> of 
this section of a net operating loss of a 
corporation— . f . 

(a) Attributable to a period for which 
it was included in a consolidated return 
filed by another affiliated group for a tax¬ 
able year beginning prior to January 1, 
1954. all of whose members are Included 
In the consolidated return filed for the 
taxable year If all of the members of such 
other affiliated group would have been 
members of the affiliated group if the law 
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applicable to the taxable year had been 
applicable to such prior taxable year, or 

<b) To taxable years beginning after 
December 31, 1963. attributable to a tax¬ 
able year beginning before January 1, 
1964 , in which such corporation was (on 
each day of such year) a member of the 
affiliated group. 

di) For purposes of this subparagraph 
and subparagraph (21) of this para¬ 
graph. the taxable income of a corpora¬ 
tion included in the computation of con¬ 
solidated taxable income shall be de¬ 
creased by its deductions under sec¬ 
tions 181. 243, 244, 245, 247, and 922 (and 
In the case of a member of an affiliated 
group to which the consolidated section 
175 deduction is applicable, the section 
175 deduction), and shall be Increased 
by Its separate net capital gain, and shall 
be Increased or decreased, as the case 
may be, with respect to its separate gains 
and losses from Involuntary conversions 
subject to the provisions of section 1231. 
and from sales or exchanges of property 
subject to the provisions of section 1231. 

(4) Law applicable to computations 
of net operating loss carryovers and 
carrybacks. (1) In determining the 
amount of any net operating loss carry¬ 
back or carryover, consolidated or sep¬ 
arate. to any taxable year, the necessary 
computations involving any other tax¬ 
able year shall be made under the law 
and regulations applicable to such other 
taxable year. The preceding sentence 
shall apply with respect to all taxable 
years whether they begin before, on. or 
after January 1,1954. 

(U) In the case of a consolidated net 
operating loss for a taxable year begin¬ 
ning In 1953 and ending in 1954. the 
amount of such consolidated net operat¬ 
ing loss which shall be carried to the 
second preceding taxable year shall be 
the amount which bears the same ratio 
to such consolidated net operating loss 
as the number of days in the loss year 
after December 31. 1953. bears to the 
total number of days In such year. In 
determining the amount carried to any 
other taxable year, the amount ab¬ 
sorbed for the second taxable year pre¬ 
ceding the loss year shall not exceed the 
portion of the consolidated net operat¬ 
ing loss which Is carried to the second 
preceding taxable year. 

fiii) (a) The consolidated net operat¬ 
ing loss deduction for a taxable year be¬ 
ginning in 1953 and ending in 1954. shall 
be the sum of— 

<I> That portion of the consolidated 
net operating loss deduction for such 
taxable year, computed as though para¬ 
graph (a)(2) of f 1.1502-31A applied to 
such taxable year, which tl.e number of 
days in such taxable year after December 
31. 1953, bears to the total number of 
nays in such taxable year, and 

( 2) That portion of the consolidated 
net operating loss deduction for such 
yoRr « computed in accordance 
vrlth 26 CFK (1939) 24.31(a)(2) (Regu¬ 
lations 129), which the number of days 
taxable year before January 1. 
1954, bears to the total number of days 
in such taxable year. 

(b) The consolidated net income for 
”SL taxable year beginning in 1953 ai*d 
ending in *954 which is subtracted from 
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the net operating loss for any other tax¬ 
able year to determine the portion of 
such net operating loss which is a carry¬ 
back or a carryover to a particular tax¬ 
able year shall be determined in accord¬ 
ance with the principles of section 
172(f)(4). 

(iv) (a) The consolidated net operat¬ 
ing loss deduction for a taxable year be¬ 
ginning after December 31. 1953. and 
ending before August 17, 1954, shall be 
computed as if the regulations under 
section 1502 apply to such taxable year. 

(5) The consolidated net income for 
any taxable year beginning after Decem¬ 
ber 31, 1953. and ending before August 
17. 1954, which is subtracted from the 
consolidated net operating loss for any 
other taxable year to determine the 
portion of such net operating loss which 
is a carryback or a carryover to a par¬ 
ticular taxable year shall be determined 
In accordance with section 172(g)(3). 

(v) In the case of a consolidated net 
operating loss for a taxable year begin¬ 
ning In 1957 and ending In 1958, the 
amount of such consolidated net operat¬ 
ing loss which shall be carried to the 
third preceding taxable year shall be the 
amount which bears the same ratio to 
such consolidated net operating loss as 
the number of days in the loss year after 
December 31. 1957, bears to the total 
number of days In such year. In deter¬ 
mining the amount carried to any other 
taxable year, the amount absorbed for 
the third taxable year preceding the loss 
year shall not exceed the portion of the 
consolidated net operating loss which is 
carried to the third preceding taxable 
year. 

<vi) For purposes of section 141 of the 
Internal Revenue Code of 1939 and that 
part of the regulations promulgated 
thereunder which relate to subchapter 
D. chapter 1 of such Code, excess profits 
net Income and consolidated section 
433(a) excess profits net income shall be 
computed as if the regulations under 
section 1502 did not apply and as if 
such section and such regulations con¬ 
tinued to apply to taxable years begin¬ 
ning after December 31. 1953. 

(5) Limitation on absorption of un¬ 
used dividend carryovers . If, in the 
computation of the consolidated divi¬ 
dend carryover for the second consol¬ 
idated return period In respect of which 
the Income of a corporation is included 
in the consolidated return of the group, 
there is involved a separate unused divi¬ 
dend carryover of such corporation for 
the second preceding taxable year to¬ 
gether with a consolidated unused divi¬ 
dend carryover for the second preceding 
taxable year, or if, for the second con¬ 
solidated return period in respect of 
which the income of two or more mem¬ 
bers of the group is included in the con¬ 
solidated return of the group, there are 
involved the separate unused dividend 
carryovers of such corporations for the 
second preceding taxable year, no por¬ 
tion of the excess of the consolidated 
undistributed personal holding company 
income (determined without regard to 
any dividends paid deduction and divi¬ 
dend carryover) over the consolidated 
section 561 dividends paid deduction 
(determined without regard to any divi¬ 


dend carryover) for the first preceding 
taxable year shall be taken into account 
more than once In giving effect to the 
provisions of paragraph (a) (26) (11) 
and (tv) of this section (relating to the 
computation of that part of the consol¬ 
idated dividend carryover attributable 
to the unused dividend carryovers of the 
second preceding taxable year). 

(6) Apportionment of consolidated 
net operating loss . If an affiliated group 
filing a consolidated return sustains a 
consolidated net operating loss for the 
taxable year within the provisions of 
section 172, relating to the net operating 
loss deduction, and If— 

(i) There are included os members of 
such group one or more corporations 
which made separate returns, or Joined 
in a consolidated return filed by another 
affiliated group, cither in a preceding 
taxable year or in a succeeding taxable 
year, or 

(11) There are Included as members 
of such group one or more corporations 
which sustain a net operating loss for 
the taxable year for which a certification 
is issued under section 317 of the Trade 
Expansion Act of 1962 and with respect 
to which the requirements of section 172 
(b) (3) (A) are met. or 

(ill) In the case of a taxable year end¬ 
ing after December 31, 1955, there are 
included as members of such group one 
or more corporations which are regu¬ 
lated transportation corporations for the 
taxable year (within the meaning of sec¬ 
tion 172(j)(1)), 

then the portion of such consolidated 
net operating loss attributable to such 
corporations severally shall be deter¬ 
mined, such portion in the case of any 
such corporation being determined in an 
amount proportionate to the net losses 
(capital net losses and ordinary net 
losses alike) of the several affiliated cor¬ 
porations having net losses, to the extent 
that such losses were taken into account 
in the computation of the consolidated 
net operating loss. 

(7) Apportionment of consolidated 
net capital loss. If an affiliated group 
filing a consolidated return sustains a 
consolidated net capital loss, and if 
there are Included as members of such 
group one or more corporations which 
make separate returns, or Join in a con¬ 
solidated return filed by another affili¬ 
ated group, in a succeeding taxable year, 
the portion of such consolidated net 
capital loss attributable to such corpo¬ 
rations severally shall be determined, 
such portion in the case of any such cor¬ 
poration being an amount which bears 
the same ratio to the consolidated net 
capital loss which the net capital loss of 
such corporation bears to the aggregate 
of the net capital losses for the taxable 
year sustained by the several affiliated 
corporations having net capital losses. 

(8) Limitation on net capital loss 
carryover from separate return year. In 
no case shall there be Included in the 
computation of the consolidated net 
capital gain for the taxable year as a 
consolidated net capital loss carryover 
under paragraph (a) (11) (11) of this 
section (relating to net capital losses 
separately sustained) an amount ex¬ 
ceeding in the aggregate the net capital 
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ymin« of such corporation (determined 
without regard to any net capital loss 
carryover) included in the computation 
of the consolidated net capital gain for 
the taxable year Increased with respect 
to its separate net gains from involun¬ 
tary conversions and from sales or ex¬ 
changes of property subject to the pro¬ 
visions of section 1231. 

(9) Qualifications on deductions where 
group membership changed after Jan¬ 
uary l, 1954. In the case of an affiliated 
group formed at any time after January 
1. 1934. or having among its members in 
the taxable year one or more subsidi¬ 
aries which became members of the 
group subsequent to January 1. 1954. the 
consolidated taxable income for the tax¬ 
able year, and for prior and subsequent 
taxable years to the extent affected by 
carrybacks and carryovers from the tax¬ 
able year, shall be determined subject to 
the following qualifications: 

(i) There shall be excluded in the case 
of the common parent corporation and 
in the case of any subsidiaries which 
were members of the group on January 1. 
1954. those deductions from gross income 
otherwise allowable with respect to— 

(a) Sales or exchanges of capital 
assets. 

(b) Involuntary conversions and sales 
or exchanges of property subject to the 
provisions of section 1231. 

(c) Securities subject to the provisions 
of section 165 (g) (3). or 

id) Debts subject to the provisions of 
section 166. 

to the extent that such deductions other¬ 
wise allowable exceed in the aggregate— 
<e) In the case of capital losses, the 
excess of the aggregate capital gains over 
the aggregate capital losses of such cor¬ 
porations for the taxable year, or 

if) In the case of ordinary losses, the 
aggregate of the ordinary taxable income 
of such corporations for the taxable year, 
increased In an amount equal to any ex¬ 
cess of aggregate capital gains over ag¬ 
gregate capital lasses of such corpora¬ 
tions. 

such capital gains and losses and 6uch 
ordinary taxable Income being deter¬ 
mined pursuant to the provisions of the 
regulations under section 1502 but with¬ 
out regard to the provisions of subpara¬ 
graphs (1) (iv> and (2) till) (b) of this 
paragraph and without regard to the 
losses in question: 

(ID There shall be excluded in the 
case of a subsidiary corporation which 
became a member of the affiliated group 
subsequent to January 1. 1954, those de¬ 
ductions from gross Income otherwise 
allowable with respect to¬ 
la) Sales or exchanges of capital 
assets. 

(b) Involuntary conversions and sales 
or exchanges of property subject to the 
provisions of section 1231, 

(c) Securities subject to the provi¬ 
sions of section 165 (g) (3). or 

id) Debts subject to the provisions of 
section 166. 

to the extent that such deductions 
otherwise allowable are attributable to 
events preceding the dale upon which 
6uch corporation became a member of 
the group, and 
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(e) Being capital losses, exceed (1) 
the capital gains reduced by all other 
capital losses of such corporation for 
the taxable year, in the case in which 
such corporation was not, on January 1, 
1954. a member of an affiliated group 
within the meaning of section 1504, or 
(2) in case such corporation was a mem¬ 
ber of an affiliated group on January 1. 
1954. an amount which together with 
like losses computed subject to the pro¬ 
visions of the regulations under section 
1502 in the case of other members of 
the group during the taxable year which 
were affiliated with such corporation on 
January 1, 1954. within the meaning of 
section 1504 is equal to the aggregate 
capital gains reduced by the aggregate 
of all other capital losses of such cor¬ 
poration and of such other members of 
the group, or 

if) Being ordinary losses exceed <1) 
the ordinary taxable income of such cor¬ 
poration for the taxable year Increased 
in an amount equal to any excess of 
capital gains over capital losses for the 
taxable year, in the case in which such 
corporation was not. on January l, 1954. 
a member of an affiliated group within 
the meaning of section 1504. or (2) in 
case such corporation was a member of 
an affiliated group on January 1. 1954. 
an amount which, together with like 
losses computed subject to the provisions 
of the regulations under section 1502 
in the case of other members of the 
group during the taxable year which 
were affiliated with such corporation on 
January 1. 1954, within the meaning of 
section 1504, is equal to the ordinary 
taxable income of such corporation for 
the taxable year increased by the ag¬ 
gregate of the ordinary taxable income 
and decreased by the aggregate of the 
ordinary net losses of other members of 
the affiliated group during the taxable 
year which were affiliated with such cor¬ 
poration on January 1, 1954. within the 
meaning of section 1504. and increased 
further In an amount equal to any ex¬ 
cess of aggregate capital gains over ag¬ 
gregate capital losses of such corpora¬ 
tions. 

such capital gains and losses, and ordi¬ 
nary taxable Income and net losses, as 
the case may be. being determined pur¬ 
suant to the provisions of the regulations 
under section 1502 but without regard to 
the provisions of subparagraphs (1) (iv> 
and (2) (ill) (b> of this paragraph, and 
without regard to the losses in question. 

(ill) The portion of any loss otherwise 
allowable as a deduction for the taxable 
year which is disallowed pursuant to the 
provisions of subdivisions (1) and (11) of 
thi* subparagraph shall, to the extent 
that it constitutes a net capital loss or a 
net operating loss, be considered as a 
net capital loss or a net operating loss, 
as the case may be, in respect to those 
members of the group by reference to 
which the amount of the deduction dis¬ 
allowed under subdivisions (1) and (il) 
of this subparagraph was determined, 
and. for the purpose of the carryback 
provisions, the year of the loss shall be 
considered as a taxable year occurring 
subsequent to the last taxable year in 
respect of which the income of such 
members of the group was included 


In a consolidated return, and, for the 
purpose of the carryover provisions, as a 
taxable year occurring prior to the first 
taxable year in respect of which their 
income was included in a consolidated 
return; 

(iv) The provisions of subdivisions (J) 
and <li) of this subparagraph shall not 
apply with respect to the common parent 
corporation of an affiliated group formed 
subsequent to January 1. 1954. or to the 
common parent corporation or subsid¬ 
iaries of a group in existence on January 
1. 1954. acquiring new members subse¬ 
quent to January 1. 1954. or with respect 
to subsidiaries becoming members of the 
group subsequent to January 1, 1954— 

ia) If the group consists solely of the 
common parent corporation and one or 
more subsidiaries created, directly or 
indirectly, by the common parent 
corporation or by other members of the 
group; 

(6) If. immediately after the corpora¬ 
tion involved became a member of the 
group, common parent corporation or 
subsidiary, as the case may be, stock pos¬ 
sessing at least 80 percent of the voting 
power of all classes of its stock then out¬ 
standing and at least 80 percent of each 
class of its nonvoting stock then out¬ 
standing is owned, directly or indirectly, 
by substantially the same interests by 
which such stock was owned on January 
1 1954* * 

* (c) it the affiliated group involved 
was formed, or the new subsidiary be¬ 
came a member of the group, as an inci¬ 
dent to an involuntary conversion or 
to a transfer made pursuant to an order 
of the Securities and Exchange Com¬ 
mission, the Federal Communications 
Commission, the Interstate Commerce 
Commission, or a similar regulatory body 
of 8tate or Federal Government; or 

(d> To the extent to which, upon con¬ 
sideration of the facts or circumstances 
presented by the particular case, the 
Commissioner determines that a con¬ 
solidated taxable Income computed with 
respect to the affiliated group, but with¬ 
out regard to subdivisions (i) and (U) 
of this subparagraph, will not serve to 
distort the income tax liability of the 
group or of any of its members. 

(10) Loss to group of investment in an 
affiliate . In the case of a loss to one or 
more members of an affiliated group 
sustained during the taxable year a* th* 
result of the worthlessness of the invest¬ 
ment of such members in another af¬ 
filiate, whether such investment was 
reflected in the stock, bonds, or open ac¬ 
count advances to such other affiliate— 

(i) Such losses shall be taken into ac¬ 
count in the computation of consolidated 
taxable income for the year of the loss 
in an amount not greater in the aggre¬ 
gate than the excess of the consolidated 
taxable income for such year computed 
without regard to any such loss over 
that portion of such consolidated tax¬ 
able income so computed attributable to 
such other affiliate: and 

(11) The portion of any such loss oth¬ 
erwise allowable as a deduction for the 
taxable year which is disallowed pur¬ 
suant to the provisions of subdivision 

of this subparagraph shall be considered 
as a consolidated net operating loss i 
be taken into account os a consolidated 
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carryback to the two preceding taxable 
years or. if the loss is sustained in a tax¬ 
able year ending after December 31.1967. 
the three preceding taxable years and as 
a consolidated carryover to the five suc¬ 
ceeding taxable years, but in an amount 
not greater for any taxable year than 
the excess of the consolidated taxable 
income for such year, computed without 
regard to such carryover or carryback, 
as the case may be. over that portion of 
such consolidated taxable Income so 
computed for such taxable year attrib¬ 
utable to such other affiliate. 

(11) Disposal of timber or coal— (1) 
Intercompany transactions. Section 631 
(b> or (c) (relating to the disposal of 
Umber or coal) shall apply to an amount 
received by a member of the group only 
to the extent such amount Is received by 
the member of the group as a party to a 
transaction described in section 631 <b) 
or (c> with persons not members of the 
group. 

(11) Application of sections 531 and 
S41 to coal royalties. For the purpose 
of determining the consolidated accu¬ 
mulated taxable income and the con¬ 
solidated undistributed personal holding 
company Income the provisions of 631 
(c) *h*n not apply to any amount re¬ 
ceived by a member of the group upon 
the disposal of coal. 

(12) Mine exploration expenditures— 
(1) Limitation under section 61$ (a). If 
the aggregate of the deductions, com¬ 
puted without regard to this sentence, 
allowable under section 615 (a) to the 
several members of the group exceeds 
$100,000. 

(a) The deduction under that section 
allowable to any member of the group 
shall be an amount which bears the same 
ratio to $100,000 as its deduction com¬ 
puted without regard to this sentence 
bears to the aggregate of such deduc¬ 
tions so computed for the members of 
the group, except that. 

<b> If all the members of the group 
consent in writing, the deduction under 
that section allowable to such member 
•hall be the deduction under that sec¬ 
tion computed without regard to this 
wntence. or such part thereof as the 
common parent corporation shall deter¬ 
mine at the time the consent is Hied, 
provided, however, that the aggregate of 
the deductions so allowable for all mem¬ 
bers of the group shall not exceed 
$100,000. 

(ii) Limitation under 61S (c). If the 
limitation provided in section 616 (c) is 
applicable to any member of the group, 
such limitation shall be deemed appli¬ 
cable to all members of the group. 

(13> Apportionment o/ unused divi¬ 
dend carryover and allowance of consoli¬ 
dated deficiency dividends deduction — 
<1) Apportionment of unused dividend 
carryover. If an affiliated group filing 
a consolidated return has an unused 
consolidated dividend carryover and if 
there are Included as members of such 
group one or more corporations which 
nwee separate returns, or Join in a con¬ 
solidated return filed by another affili¬ 
ated group or if any member of the group 
computes Its tax liability under section 
541 pursuant to the last sentence of 
Paragraph (b)(4) of 4 1.1502-30A. in a 
succeeding taxable year, the portion of 


FEDERAL REGISTER 

such unused consolidated dividend car¬ 
ryover attributable to such corporations 
severally shall be determined for the 
purpose of the dividend carryover, such 
portion in the case of any such corpora¬ 
tion shall be determined in an amount 
proportionate to the deduction for divi¬ 
dends paid and the taxable incomes of 
the several affiliated corporations (deter¬ 
mined with the adjustments provided In 
section 545) to the extent that such de¬ 
duction and such taxable income were 
taken into account in the computation of 
the consolidated dividend carryover and 
the consolidated and undistributed per¬ 
sonal holding company income. 

(ill Deficiency dividends deduction . 
For the purpose of applying section 547, 
relating to deficiency dividends, in case 
the affiliated group Is subject to tax on 
its consolidated undistributed personal 
holding company Income for the taxable 
year to which the deficiency in personal 
holding company tax relates, the con¬ 
solidated deficiency dividends deduction 
described In paragraph (a) (25) of this 
section shall be allowed. 

(14) Apportionment of consolidated 
charitable contribution deduction. If 
an affiliated group filing a consolidated 
return has an excess of the consolidated 
charitable contribution deduction over 
the limitation of paragraph (a) (I) (1) 
(e) of this section for the taxable year, 
and if there are included as members 
of such group one or more corporations 
which make separate returns or join in a 
consolidated return filed by another af¬ 
filiated group in a succeeding taxable 
year, the portion of such excess attribut¬ 
able to such corporations severally shall 
be determined, such portion in the case 
of any such corporation being deter¬ 
mined in an amount proportionate to 
such excess as the contributions of each 
such corporation bear to the aggregate 
of such contributions. 

(15) Limitation on section 175 carry¬ 
overs from separate return pears. In no 
case shall there be Included in the con¬ 
solidated section 176 deductions for the 
taxable year as consolidated section 175 
carryovers under paragraph (a) (35) (11) 
of this section (relating to excess section 
175 deductions of a corporation for years 
for which separate returns were filed or 
for which such corporation joined in a 
consolidated return filed by another af¬ 
filiated group). an amount exceeding in 
the aggregate the amount by which 25 
percent of the gross income of such cor¬ 
poration derived from fanning included 
in the computation of the consolidated 
section 175 gross income for the taxable 
year exceeds the amount of the expendi¬ 
tures of such corporation of the taxable 
year deductible under section 175. 

(16) Apportionment of consolidated 
section 17 5 deduction. If an affiliated 
group filing a consolidated return has an 
excess of the consolidated section 175 de¬ 
duction over the limitation of 25 percent 
of the consolidated section 175 gross in¬ 
come for the taxable year, and If there 
are included as members of such group 
one or more corporations which make 
separate returns, or ore joined in a con¬ 
solidated return filed by another affili¬ 
ated group. In a succeeding taxable year, 
the portion of such excesses attributable 
to such corporations severally shall be 
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determined; such portion In the cose of 
any such corporation being determined 
In an amount proportionate to such ex¬ 
cess os the deductions of each such cor¬ 
poration bears to the aggregate of such 
deductions. 

(17) Applicability of consolidated 
section 175 deduction. An affiliated 
group shall not be eligible to use the 
consolidated section 175 deduction un¬ 
less all of the members of such group 
which are engaged in the business of 
farming during the taxable year have 
adopted, pursuant to section 175 (d), 
the method described in section 175. In 
the case of a corporation which Is a 
member of an affiliated group which is 
not eligible to use the consolidated sec¬ 
tion 175 deduction, the deduction pro¬ 
vided by section 175 shall be used In the 
computation of the taxable income of 
such corporation in the same manner 
and under the same conditions as if a 
separate return were to be filed, except 
that the gross income from farming of 
such corporation shall be determined 
without regard to profits or losses on 
intercompany transactions; and proper 
adjustment shall be made to eliminate 
any distortion In the amount of gross 
income attributable to transactions 
between members of the group at 
markedly fictitious values. 

(18) Computation of consolidated 
accumulated taxable income . In the 
computation of consolidated accumu¬ 
lated taxable income no amount shall 
be taken into account with respect to 
any income or deductions attributable to 
members of the affiliated group which 
are subject to tax under section 541 as 
described In the last sentence of 
paragraph (b) (4) of 4 1.1502-30A. 

(19) Law applicable to the computa¬ 
tion of consolidated dividends carryover. 
In the computation of the consolidated 
section 561 dividends paid deduction, the 
amount of the consolidated dividends 
carryover from a year to which subtitle 
A of the Code is not applicable to a tax¬ 
able year to which such subtitle applies 
shall be determined under 26 CFR (1939) 
part 24 (Regulations 129) if a con¬ 
solidated return was filed for the year 
in which the dividends were paid or un¬ 
der the provisions of the Internal Rev¬ 
enue Code of 1939 if a separate return 
was filed for such year. 

(20) Law applicable to computation of 
deficiency dividends deduction. If a de¬ 
ficiency is asserted with respect to a 
taxable year which began before Janu¬ 
ary 1, 1954, the amount of any “defi¬ 
ciency dividend** shall include only 
amounts which would have been in¬ 
cludible in the computation of the 
consolidated basic surtax credit, as de¬ 
fined In 26 CFR (1939) Part 24 (Regu¬ 
lations 129). or in the computation under 
the Internal Revenue Code of 1939 of the 
basic surtax credit for such taxable year, 
as the case may be. 

(21) Rules with respect to net operat¬ 
ing losses under sections 381 and 382. (0 
If. In the computation of the consolidated 
net operating loss carryover, there is in¬ 
cluded an amount with respect to a net 
operating loss of a corporation, sustained 
in a taxable year for which it filed a 
separate return or for which such cor¬ 
poration Joined in a consolidated return 
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filed for another affiliated group, which 
is a transferor or distributor of assets 
to a member of the affiliated group within 
the meaning of section 381(a). the 
amount allowable as a carryover with 
respect to such transferor or distributor 
shall not exceed the amount of the tax¬ 
able income of the acquiring corpora¬ 
tion included in the computation of 
the consolidated taxable income for 
the taxable year, adjusted as provided 
In subparagraph (3) ill) of this para¬ 
graph. The preceding sentence shall 
not apply to a carryover to taxable years 
beginning after December 31. 1963. with 
respect to a net operating loss or losses 
sustained by a corporation in a taxable 
year or years beginning before January 
1. 1964. in which such corporation was 
(on each day of any such year) a member 
of the affiliated group. 

<ii) If. in addition to the amount 
described in subdivision (1) of this sub- 
paragraph. there is included an amount 
with respect to a net operating loss 
sustained by the acquiring corporation 
in a year for which It filed separate re¬ 
turns or for which It joined in a con¬ 
solidated return filed by another affil¬ 
iated group, the losses sustained by both 
the acquiring corporation and the 
transferor or distributor corporation 
which may be taken into account as a 
net operating loss deduction In deter¬ 
mining the consolidated taxable Income 
may not exceed the taxable income of 
the acquiring corporation Included In 
the computation of the consolidated 
taxable Income for the taxable year, ad¬ 
justed as provided in subparagraph 
(3) <il) of this paragraph. The preced¬ 
ing sentence shall not apply to a carry¬ 
over to taxable years beginning after 
December 31. 1963. with respect to a net 
operating loss or losses sustained by the 
acquiring corporation in a taxable year 
or years beginning before January 1, 
1964, in which such corporation was (on 
each day of any such year) a member 
of the affiliated group. 

(ill) For purposes of subdivisions (1) 
and Cii) of this subparagraph, if the 
transferor or distributor corporation was 
a member of another affiliated group 
which filed a consolidated return, the 
amount of the consolidated net operat¬ 
ing loss of such affiliated group, if any. 
attributable to such transferor or dis¬ 
tributor. shall be treated as the net oper¬ 
ating loss of such corporation separately 
sustained. 

(tv) In any case in which a consol¬ 
idated net operating loss was sustained 
by an affiliated group w r hlch Includes a 
member whose net operating loss Is sub¬ 
ject to the limitations upon net operat¬ 
ing losses provided by section 382. such 
section shall be applicable with respect 
to such member as if the portion of such 
consolidated net operating loss attribu¬ 
table to such corporation were a net 
operating loss of such corporation sep¬ 
arately sustained. 

(22) Rules with respect to capital loss 
carryovers under section 381. (1) If In 
the computation of the consolidated net 
capital loss carryovers for a taxable year 
there la included an amount with re¬ 
spect to a net capital loss of a corpora¬ 
tion. sustained in a taxable year for 


which it filed a separate return or for 
which such corporation joined in a con¬ 
solidated return filed by another affiliated 
group, which Is a transferor or distribu¬ 
tor of property to a member of the af¬ 
filiated group within the meaning of 
section 381 (a), the amount allowable 
with respect to such transferor or dis¬ 
tributor shall not exceed the net capital 
gains of the acquiring corporation (de¬ 
termined without regard to any net cap¬ 
ital loss carryover) included in the 
computation of the consolidated net cap¬ 
ital gain for the taxable year increased 
with respect to its separate gains for 
involuntary conversions and from sales 
or exchanges of property subject to the 
provisions of section 1231. 

01) If there is included under para¬ 
graph (a) (11) (11) of this section an 
amount with respect to net capital 
losses separately sustained by such ac¬ 
quiring corporation In years for which 
separate returns were filed or for which 
such corporation joined in a consoli¬ 
dated return filed by another affiliated 
group, the limitation described In sub¬ 
division 0) of this subparagraph shall 
be applicable with respect to the aggre¬ 
gate of such losses and the losses of its 
transferor or distributor corporations. 

(ill) For purposes of subdivisions (l) 
and (li) of this subparagraph, if the 
transferor or distributor corporation was 
a member of another affiliated group 
which filed a consolidated return, the 
amount of the consolidated net capital 
loss of such affiliated group. If any. at¬ 
tributable to such transferor or distrib¬ 
utor. shall be treated as the net capital 
loss of such corporation separately 
sustained. 

(c) Statements and schedules for sub¬ 
sidiaries. The statement of gross in¬ 
come and deductions and the several 
schedules required by the instructions 
on the return must be prepared and 
filed by the common parent corporation 
in columnar form so that the details of 
the items of gross income, deductions, 
and credits, for each member of the 
affiliated group, may be readily audited. 
Such statements and schedules shall in¬ 
clude in columnar form a reconciliation 
of surplus for each such corporation, 
together with a reconciliation of the 
consolidated surplus. Consolidated bal¬ 
ance sheets as of the beginning and close 
of the taxable year of the group, taken 
from the books of the members of the 
group, shall accompany the consoli¬ 
dated return prepared in a form similar 
to that required for reconciliation of 
surplus. If any member of the affiliated 
group computes its tax under section 
541 in the manner provided in paragraph 
(b)(4) of fi 1.1502-30A. a personal hold¬ 
ing company schedule for such corpora¬ 
tion shall be filed with the consolidated 
return. 

(d) Net operating loss deduction . ex¬ 
cess charitable contributions , excess sec¬ 
tion 175 deductions . and dividend carry¬ 
over before or after consolidated re¬ 
turn —(1) Net operating loss deduction. 
The consolidated net operating loss of 
an affiliated group shall be used in com¬ 
puting the consolidated net operating 
loss deduction notwithstanding that one 
or more members of the group in the 
taxable year in which such loss origi¬ 


nates make separate returns (or join 
In a consolidated return made by another 
affiliated group) for a subsequent tax¬ 
able year (or in the case of a carry bar.; 
computation for a preceding taxable 
year). but only to the extent that such 
consolidated net operating loss is not at¬ 
tributable to such corporations. Such 
portion of such consolidated net operat¬ 
ing loss as Is attributable to the several 
corporations making separate returns 
(or joining in a consolidated return 
made by another affiliated group) for 
a subsequent taxable year (or in the case 
of a carryback computation for a pre¬ 
ceding taxable year) shall be used by 
such corporations severally as carryovers 
or as carrybacks in such separate returns 
or in such consolidated returns of the 
other affiliated group. Any net operat¬ 
ing loss separately sustained by a cor¬ 
poration prior to a first taxable year in 
respect of which its income is included 
in the consolidated return of the group 
(or sustained in cither of the two tax¬ 
able years immediately following a con¬ 
solidated return year or any of the thr^c 
taxable years so following if sustained in 
a taxable year ending after Deccrntx* 
31. 1957) shall be used in computing he 
net operating loss deduction of such cor¬ 
poration (or the consolidated net operat¬ 
ing loss deduction of another affiliated 
group of which it becomes a member) 
for a subsequent taxable year for wiilch 
it makes a separate return or Joins in a 
consolidated return of another group, 
but only to the extent that such net op¬ 
erating loss was not absorbed (cither as 
a carryover or as a carryback) in the 
computation of the consolidated net op¬ 
erating loss deduction for consolidated 


etum periods. A ^ ^ 

(2) Excess charitable contributions 
lie excess of the consolidated charitable 
ontributions over the 5-perccnt limita- 
lon of paragraph (aMiHD(c) of this 
ection shall be used in computing 
he consolidated charitable contribution 
arryover notwithstanding thnt one or 
oore members of the group in the tax- 
ible year In which such carryover 
iriginates make separate returns (or 
oin in a consolidated return made by 
mother affiliated group) for a sub- 
equent taxable year, but only to the ex- 
ent that such excess charitable contri- 
>ution Is not attributable to such 
orporations. Such portion of such 
access charitable contributions as is 
ittributable to the several corporation* 
nuking separate returns (or Joining in 
i consolidated return made by another 
affiliated group) for a subsequent tax¬ 
able year shall be used by such corpo¬ 
rations severally as carryovers *n such 
eparate returns or in such consolidated 
-etums of the other affiliated group 
toy excess of charitable contributions of 
i corporation for the year prior to a first 
taxable year in respect of which Its in- 
»me is Included in the consolidated 
•eturn of the group shall be used in com- 
>uting the charitable contribution de¬ 
letion of such corporation (or the 
consolidated charitable contribution £ 
faction of another affiliated group oi 
vhich it becomes a member) for a sub¬ 
sequent taxable year for which it mflKc r * 
x separate return or joins in a cori 
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soil dated return of another group, but 
o nly to the extent that such excess 
charitable contribution was not absorbed 
as n carryover In the consolidated chari¬ 
table contribution deduction for con¬ 
solidated return periods. In applying 
this paragraph, the excess of the con¬ 
solidated charitable contributions over 
the 5-percent limitation shall be reduced 
by the Increase in a consolidated or 
separate net operating loss carryover re¬ 
sulting from such excess. 

<3) Excess section 175 deductions . 
The excess of the deductions under sec¬ 
tion 175 over the limitation of 25 per¬ 
cent provided in paragraph fa) (1) (i> if) 
of this section shall be used in comput¬ 
ing the consolidated section 175 carry¬ 
over notwithstanding that one or more 
members of the group In the taxable year 
in which such carryover originates make 
separate returns (or Join in a consoli¬ 
dated return made by another affiliated 
group) for a subsequent taxable year, but 
only to the extent that such excess sec¬ 
tion 175 deduction is not attributable to 
such corporations. Such portion of such 
excess section 175 deductions as is 
attributable to the several corporations 
making separate returns for Joining In 
a consolidated return made by another 
affiliated group) for a subsequent tax¬ 
able year shall be used by such corpo¬ 
rations severally as carryovers in such 
separate returns or in such consolidated 
returns of the other affiliated group. 
Any excess of section 175 deductions of 
a corporation for a year prior to a first 
taxable year in respect of which its in¬ 
come is included in the consolidated 
return of the group shall be used in 
computing the section 175 deduction of 
such corporation (or the consolidated 
section 175 deduction of another 
affiliated group of which it becomes a 
member) for a subsequent taxable year 
for which it makes a separate return or 
Joins in a consolidated return of another 
group, but only to the extent that such 
excess section 175 deduction was not 
absorbed as a carryover in the computa¬ 
tion of a consolidated section 175 de¬ 
duction for consolidated return periods. 

<4) Unused consolidated dividend car¬ 
ryover. The unused consolidated divi¬ 
dend carryover shall be used in comput¬ 
ing the consolidated dividend carryover 
notwithstanding that one or more mem¬ 
bers of the group In the taxable year in 
which such carryover originates make 
separate returns (or Join in a consoli¬ 
dated return made by another affiliated 
group) for a subsequent taxable year, 
but only to the extent that such unused 
consolidated dividend carryover is not 
attributable to such corporations. Such 
portion of such unused consolidated divi¬ 
dend carryover os Is attributable to the 
wverol corporations making separate re¬ 
turns or computing their tax liability 
under section 541 pursuant to the last 
of Paragraph Cb) (4) of f 1.1502- 
39A <or Joining in a consolidated return 
m ade by another affiliated group) for a 
subsequent taxable year shall be used by 
such corporations severally as carryovers 
In such separate returns, in such separate 
computations under section 541. or in 
con3 °Udated returns of the other 
affiliated group. Any unused dividend 
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carryover of a corporation separately 
produced for a year prior to a taxable 
year in respect of which its tax liability 
under section 541 is computed upon 
the consolidated undistributed personal 
holding company income shall be used 
in computing the dividend carryover of 
such corporation Cor the consolidated 
dividend carryover of another affiliated 
group of which it becomes a member) 
for a subsequent taxable year for which 
it makes a separate return or Joins in 
a consolidated return of another group, 
but only to the extent that such unused 
dividend carryover was not absorbed in 
the computation of the consolidated sec¬ 
tion 561 dividends paid deduction for 
the intervening consolidated return 
period. 

(e) Taxable year of less than 12 
months. Any period of less than 12 
months for which either a separate re¬ 
turn or a consolidated return Is filed 
under the provisions of 1 1.1502-13A shall 
be considered as a taxable year. 

§ M.i02-32A Method of computation of 
income for period of lew than 12 
month*. 

If a corporation, during the taxable 
year of the group, becomes a member or 
ceases to be a member of an affiliated 
group which makes or is required to 
make a consolidated return for such 
year, the Income of such corporation to 
be included in the consolidated return 
shall be computed on the basis of its 
income as shown by its books if the ac¬ 
counts are so kept that the income for 
the period during which It Is a member 
of the group can be clearly and accu¬ 
rately determined. IX the accounts are 
not so kept, the income to be Included in 
the consolidated return shall be com¬ 
puted on the basis of that proportion of 
its income (subject to the elimination of 
Items exempt from the taxation and the 
addition of Hems not allowable as deduc¬ 
tions) for the full period covered by its 
books which the number of days for 
which its income is included In the con¬ 
solidated return bears to the number of 
days in the full period covered by its 
books; but, in the discretion of the Com¬ 
missioner. there may be eliminated be¬ 
fore the proration Is made items of 
income or deduction clearly and accu¬ 
rately determined to be attributable to 
particular periods, and. after the pro- 
ration is made, such eliminated items 
will be added to (If items of Income) or 
deducted from (if deductible items) the 
income determined by proration for the 
period to which such items are appli¬ 
cable. 

S 1.1502-33A Guilt or low from tale of 
•fork, or bond* or olhrr obligation*. 

Gain or loss from the sale or other 
disposition (whether or not during a con¬ 
solidated return period), by a corpora¬ 
tion which during any period of time has 
been a member of an affiliated group 
which makes or is required to make a 
consolidated return, of any share of 
stock or any bond or other obligation is¬ 
sued or Incurred by another corporation 
which during any part of such period 
was a member of the same group, shall 
be determined, and the extent to which 
such gain or loss shall be recognized and 
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shall be taken Into account shall also be 
determined, in the same manner, to the 
same extent, and upon the same condi¬ 
tions as though such corporations had 
never been affiliated except— 

(a) In the case of a disposition (by 
sale, or in complete or partial liquidation 
not involving cash in an amount In ex¬ 
cess of the adjusted basis of both the 
stock and the bonds and other Indebted¬ 
ness liquidated, or otherwise) during a 
consolidated return period to another 
member of the group (If 1.1502-31A and 
1.1502-37A); 

(b) That the basis for determining 
the pain or loss, In the case of shares of 
stock, or in the case of bonds or other 
obligations, held during any part of a 
consolidated return period, shall be de¬ 
termined in accordance with f| 1.1502- 
34A and 1.1502-35A; and 

(c) As provided in f 1.1502-36A (im¬ 
posing certain limitations upon losses 
otherwise allowable upon sales of stock, 
or bonds or other obligations). 

g 1.1502-31A Sale of Mock; bash for 
determining gain or !o*a, 

(a) Scope of section. This section pre¬ 
scribes the basis for determining the gain 
or loss upon any sale or other disposition 
(hereinafter referred to as “sale”) by a 
corporation which is (or has been) a 
member of an affiliated group which 
makes (or has made) a consolidated re¬ 
turn for any taxable year, of any share 
of stock Issued by another member of 
such group (whether Issued before or 
during the period that it was a member 
of the group and whether issued before, 
during, or after the taxable year 1929), 
and held by the selling corporation dur¬ 
ing any part of a period for which a 
consolidated return is made or required 
under the regulations under section 1502. 
For the basis In the case of a sale of 
bonds, sec I 1.1502-35A. 

(b> Sales made while selling corpora¬ 
tion is member of affiliated group. If 
the sale Is made within a period during 
which the selling corporation is a mem¬ 
ber of the affiliated group, whether or 
not during a consolidated return period, 
and whether or not, as a result of such 
sale, the issuing corporation ceases to be 
a member of the group, the basis shall 
be determined as follows: 

(1) The aggregate bases of all shares 
of stock of the Issuing corporation held 
by each member of the affiliated group 
(exclusive of the issuing corporation) 
immediately prior to the sale, shall be 
determined separately for each member 
of the group, and adjusted in accordance 
with the other provisions of subtitle A 
of the Code, but without regard to any 
adjustment under the last sentence of 
section 1051 relating to losses of the 
issuing corporation sustained by such 
corporation after it became a member of 
the group. 

(2) From the combined aggregate 
bases as determined in subparagraph 
(1) of this paragraph, there shall be 
deducted the sum of— 

(i) All losses of such issuing corpora¬ 
tion sustained during taxable years for 
which consolidated income tax returns 
were made or were required (whether 
the taxable year 1929 or any prior or sub. 
sequent taxable year) after such corpo- 
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ration became a member of the affiliated 
group and prior to the sale of the stock 
to the extent that such losses could not 
have been availed of by such corpora¬ 
tion as net loss or net operating loss in 
computing Its net Income or taxable In¬ 
come, as the case may be. for such tax¬ 
able years If it had made a separate 
return for each of such years, 

(11) With respect to each of such tax¬ 
able years for which consolidated re¬ 
turns were made or were required both 
for Income and for excess profits tax pur¬ 
poses. the excess, if any, of all losses of 
such issuing corporation for such year, 
properly adjusted in the computation of 
consolidated excess profits net income 
over the amount of such losses for such 
year computed under subdivision <i) of 
this subparagraph to the extent that 
such excess could not have been availed 
of by such corporation as a net operating 
loss In computing its excess profits net 
income for such taxable years if it had 
made a separate return for each of such 
years, and 

(ill) With respect to each of such tax¬ 
able years for which consolidated returns 
were made or were required for excess 
profits tax purposes only, all losses of 
such issuing corporation for such year, 
properly adjusted in the computation of 
consolidated excess profits net Income, 
to the extent that such losses could not 
have been availed of by such corporation 
as a net operating loss in computing its 
excess profits net Income for such tax¬ 
able years if it had made a separate 
excess profits tax return for each of such 
years, 

reduced by any losses of the issuing cor¬ 
poration apportioned under this section 
to Its stock sold or otherwise disposed of 
in a prior transaction, disregarding any 
transaction between members of the 
affiliated group during a consolidated in¬ 
come or excess profits tax return period 
which did not constitute a partial liqui¬ 
dation of the Issuing corporation. For 
any taxable year in which the group sus¬ 
tained a consolidated loss not availed of 
in prior or subsequent years as a deduc¬ 
tion under net loss or net operating loss 
provisions, the amount deducted under 
this subparagraph shall be further re¬ 
duced by an amount equal to that pro¬ 
portion of such consolidated loss which 
the loss of the issuing corporation for 
the year in which such loss was sustained 
bears to the aggregate losses of the mem¬ 
bers of the group for such year. 

(3) The sum of the aggregate bases 
of all shares of stock, after making the 
deduction under subparagraph (2) of 
this paragraph, shall then be appor¬ 
tioned among the members of the affili¬ 
ated group which hold stock of the 
issuing corporation, by allocating to each 
such member that proportion of the sum 
of the aggregate bases so reduced which 
the aggregate basis of the stock in the 
Issuing corporation held by such member 
bears to the sum of the aggregate bases. 

(4) The aggregate basis as deter¬ 
mined under subparagraph ($) of this 
paragraph for each member of the 
affiliated group shall then be equitably 
apportioned among the several classes 
of stock of the issuing corporation held 
by such member according to the cir¬ 


cumstances of the case—ordinarily by 
allocating to each class of such stock 
that proportion of the aggregate basis 
which the basis of each class of such 
stock held by It at the time of the sale 
is to the sum of the bases of the several 
classes of such stock held by it. 

<5) The basis of each share of stock 
of each class held by a member of the 
affiliated group shall then be deter¬ 
mined by dividing the basis apportioned 
to such class under subparagraph (4) of 
this paragraph by the total number of 
shares of such class held by it. 

(c) Sales after selling corporation has 
ceased to be member of affiliated group. 
If the sale is made after the selling cor¬ 
poration has ceased to be a member of 
the affiliated group, such basis shall be 
determined in accordance with para¬ 
graph <b) of this section, except that— 

<1) The aggregate basis (under para¬ 
graph (b) (1) of this section) shall be 
determined for all shares of the issuing 
corporation held by each member of the 
group Immediately prior to the time the 
selling corporation ceased to be a mem¬ 
ber of the group (rather than immedi¬ 
ately prior to the sale); 

(2) The reduction (under paragraph 
(b) (2) of tills section) with respect to 
losses apportioned to stock sold or other¬ 
wise disposed of in prior transactions 
shall be determined without regard to 
the transaction which terminated the 
affiliation and all subsequent trans¬ 
actions; 

(3) The allocation (under paragraph 
(b) (3) of this section) shall be made 
to each member of the group which held 
stock of the issuing corporation immedi¬ 
ately prior to the time the selling cor¬ 
poration ceased to be a member of the 
group (rather than to the members hold¬ 
ing 6uch stock at the time of the sale); 
and 

(4) The basis of each share of stock 
held by the selling corporation (deter¬ 
mined. as above, as of the time the sell¬ 
ing corporation ceased to be a member 
of the group) shall then be adjusted In 
accordance with the other provisions of 
subtitle A of the Code in order to deter¬ 
mine the basis at the time of the sale. 

(d) Definition of ''loss'*, **consolidated 
loss'*, “net loss**, or “net operating loss", 
and “consolidated excess profits net in¬ 
come". As used in this section the term 
••loss" means either the excess over the 
gross income of the Issuing corporation 
of the sum of its allowable deductions 
(not Including any net loss or net oper¬ 
ating loss deduction) allowable In com¬ 
puting consolidated taxable income or 
the excess over the gross Income of the 
Issuing corporation of the sum of its 
allowable deductions (not including any 
net loss or net operating loss deduction), 
plus the proportionate part properly at¬ 
tributable to such corporation of the 
credits relating to Interest on certain 
Government obligations and dividends 
received allowable in computing consoli¬ 
dated normal tax net Income, the con¬ 
solidated special class net income or 
consolidated net Income subject to tax 
determined in accordance with the In¬ 
ternal Revenue Code of 1939 and provi¬ 
sions of consolidated returns regulations 
applicable to the period. The term 
"consolidated loss" means the excess 


of the sum of the losses, separately com¬ 
puted, over the sum of the normal tax 
net Income, the special class net income, 
the net income subject to tax or the tax¬ 
able income determined In accordance 
with the provisions of subtitle A of the 
Internal Revenue Code of 1954. or the 
Internal Revenue Code of 1939. or the 
Revenue Act, and pursuant to the pro¬ 
visions of consolidated returns regula¬ 
tions applicable to the period; the term 
"net loss" or "net operating loss" means 
the net loss or net operating loss, as the 
case may be, determined in accordance 
with the provisions of subtitle A of the 
Internal Revenue Code of 1954, or the 
Internal Revenue Code of 1939. or the 
Revenue Act. and pursuant to the pro¬ 
visions of consolidated returns regula¬ 
tions applicable to the period; and the 
term "consolidated excess profits net in¬ 
come" means the consolidated excess 
profits net Income or consolidated sec¬ 
tion 433 (a) excess profits net Income 
determined in accordance with the pro¬ 
visions of the Internal Revenue Code of 
1939 or the Revenue Act and pursuant 
to the provisions of consolidated returns 
regulations applicable to the period 

§ 1.1502—35A Sale of bond* or other ob¬ 
ligation*; b«ud* for determining pin 
or Iomu 

In the case of a sale or other disposi¬ 
tion by a corporation, which is (or has 
been) a member of an affiliated group 
which makes (or has made) a consoli¬ 
dated income tax or excess profits tax 
return for any taxable year, of bonds 
or other obligations issued or incurred 
by another member of such group 
(whether or not Issued or incurred while 
it was a member of the group and 
whether issued or incurred before, dur¬ 
ing, or after the taxable year 1929) and 
held by the selling corporation during 
any part of a period for which a con¬ 
solidated return is made or required 
under the regulations under section 1502, 
the basis of each bond or obligation, for 
determining the gain or loss upon such 
sale or other disposition, determined in 
accordance with the other provisions of 
subtitle A of the Code, but without regard 
to any adjustment under the last sen¬ 
tence of section 1051, shall be decreased 
(except as otherwise provided in this sec¬ 
tion) by the excess, if any. of the aggre¬ 
gate of the deductions computed under 
paragraph (b) (2) or (c) of f 1.1502-34A 
over the sum of the aggregate bases of 
the stock of the debtor corporation as 
computed under paragraph (b) (1> or fc v 
of $ 1.1502 -34A as the case may be, held 
by the members of the group The 
adjustment with respect to so much or 
such deductions as is based upon 
sustained during the taxable year 1929 
and subsequent taxable years for widen 
the last day prescribed by law for tne 
filing of the return fell on or before 
March 1, 1945 (the date on which 
Treasury Decision 5441 was 
the Division of the Federal * 

and availed of on consolidated returns 
filed for such years shall be made only 
in those cases In which the me* 
other disposition of such bonds or other 
obligations resulted in a loss. See ai*o 
i 1.1502-40A relating to disallowance oi 
loss upon intercompany bad debts 
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B),1'»02-S6A UmitJition on allownblc 
lo« 4 Ci <»n ide of Mock, or bond*, or 
other obligation*. 

<&) General rule. No loss shall be 
allowed under 81 1.1502-33A, 1.1502-34A. 
or 1.1502-35A upon the sale or other dis¬ 
position of stock or bonds or obligations 
to the extent that such loss Is attrib¬ 
utable to— 

(1 1 Transfers of assets within the affil¬ 
iated group (by sale, gift, or otherwise) 
vtthout consideration or at markedly 
fictitious values, during the period in 
which the corporations were affiliated 
(whether or not a consolidated return 
was made), or 

(2) A distribution during a period in 
which the corporations were affiliated of 
earnings or profits accumulated prior 
to the date upon which the distributing 
corporation became a member of the 
(roup. 

(b) Qualification of general rule. 
Paragraph <a> of this section shall not 
be considered as in any way limiting the 
operation of the provisions of subtitle A 
of the Code relating to the basis for de¬ 
termining gain or loss upon the sale or 
other disposition of property, but as 
being in amplification of and not In sub¬ 
stitution for such provisions; subject, 
however, to this qualification: that to 
the extent that the transfers of assets 
referred to in paragraph (a) of this sec- 
Uon are taken into account under the 
terms of subtitle A in making adjust¬ 
ments in the basis, such transfers will 
not be taken Into account, in denying 
losses under paragraph (a) of this 
section. 

§ 1.1302-37A Liquidation*; rerognitkm 
of gain or lo**. 

(a) During consolidated return period. 

(1) Gain or loss shall not be recognized 
upon a distribution during a consolidated 
return period, by a member of an affili¬ 
ated group to another member of such 
group. In cancellation or redemption of 
all or any portion of its stock, except— 

Cl) Where such distribution Is in com¬ 
plete liquidation and redemption of all of 
its stock (whether in one distribution or 
a series) and of its bonds and other in¬ 
debtedness, If any, and falls without the 
provisions of section 332. and is the result 
of a bona fide termination of the business 
and operations of such member of the 
group, in which case the adjustments 
specified In 58 1.1502-34A and 1.1502-35A 
shall be made, and 5 1.1592-36A shall be 
applicable; 

(ii) Where such a distribution without 
the provisions of section 332 is one made 
in cash in an amount in excess of the 
adjusted basis of the stock, and bonds 
and other Indebtedness, In which case 
gain shall be recognized to the extent of 
*uch excess; or 

(111) Where the basis of the property 
distributed in the hands of the distribu¬ 
tee is determined by reference to section 
334(b)(2), in which case gain shall be 
recognized as provided in section 1245(a) 
U). 

<2) When the business and operations 
of the liquidated member of the affiliated 
group are continued by another member 
of the group, it shall not be considered a 
bona fide termination of the business and 
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operations of the liquidated member. 
With respect to the acquisition of its 
bonds by the issuing company, see 
paragraph (b) of I 1.1502-41A. 

(3) For the purpose of determining 
whether an affiliated corporation re¬ 
ceiving property In a liquidating distribu¬ 
tion qualifies under the provisions of 
section 332(b)(1), the aggregate 
amount of the stock of the liquidated 
corporation owned by the several mem¬ 
bers of the affiliated group on the date 
of the adoption of the plan of liquidation 
and at all times, subsequent thereto and 
prior to the receipt of the property in 
liquidation shall be considered as owned 
by the distributee. 

(b) After consolidated return period. 
In case any such distribution is made 
after a consolidated return period, 
whether In complete or partial liquida¬ 
tion, except a complete liquidation 
within the provisions of section 332 (b), 
with respect to stock and with respect 
to bonds, debentures, notes, certificates, 
and other indebtedness of the liquidated 
corporation acquired prior to or during 
any taxable year subsequent to 1928 for 
which a consolidated income or excess 
profits tax return was filed, the ad¬ 
justments specified in 55 1.1502-34A and 
1.1502-35A shall be made, and i 1.2502- 
36A will be applicable. 

§ 1.1.>02-38A Ba»(* of property. 

<a) General rule. Subject to the pro¬ 
visions of paragraphs (b) and (c) of this 
section and except as otherwise provided 
in 5f 1.1502-34A. 1.1502-36A, and 1.1502- 
39A. the basis during a consolidated re¬ 
turn period for determining the gain or 
loss from the sale or other disposition of 
property, or upon which exhaustion, 
wear and tear, obsolescence, amortiza¬ 
tion. and depletion are to be allowed, 
shall be determined and adjusted In the 
same manner as if the corporations were 
not affiliated, whether such property was 
acquired before or during a consolidated 
return period. Except as otherwise pro¬ 
vided Ir. 5 1.1502-39A. such basis Immedi¬ 
ately after a consolidated return period 
(whether the affiliation has been broken 
or whether the privilege of making a 
consolidated return Is not exercised) 
shall be the same as Immediately prior 
to the close of such period. 

(b) Intercompany transactions . The 
basis prescribed in paragraph (a) of this 
section shall not be affected by reason 
of a transfer during a consolidated re¬ 
turn period, other than upon liquidation 
as provided In paragraph (c) of this 
section (whether by sale, gift, dividend, 
or otherwise) from a member of the 
affiliated group to another member of 
such group. 

(c) Basis after liquidation. <1) Where 
property Is acquired upon a distribution 
described in paragraph (a) of 8 1.1502- 
37A in which gain or loss Is recognized to 
the distributee, the basis of such property 
shall be Us fair market value at date of 
acquisition. 

(2) Where property is acquired upon 
a liquidation to which section 332 Is ap¬ 
plicable and if the first distribution in 
pursuance of the plan of liquidation oc¬ 
curs on or after June 22.1954— 

(i) Unless subdivision (ii) of this sub- 
paragraph is applicable, the basis of such 
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property shall be the same as it would be 
In the hands of the transferor; 

<il) If the basis of such property Is de¬ 
termined by reference to section 334(b) 
(2). such section (and, if applicable, sec¬ 
tion 1245(c)) shall be applicable In deter¬ 
mining the basis of property received on 
the liquidation (except property received 
by the liquidating corporation from other 
members of the affiliated group during a 
consolidated return period) and to any 
property transferred by the liquidating 
corporation to other members of the 
group during a consolidated return pe¬ 
riod as if such property had not been 
transferred and was received in such 
liquidation. In addition, proper adjust¬ 
ment shall be made with respect to the 
effect of any other transactions between 
members of the group during a consoli¬ 
dated return period which creates a dis¬ 
tortion of income or a substantial varia¬ 
tion In basis of property from the basis 
such property would have had if there 
hod been no such transactions. 

(3) Where property is acquired upon a 
distribution (not a complete liquidation 
within the provisions of section 332 (b>) 
in which gain or loss to the distributee 
Is not recognized as provided In para¬ 
graph (a) of 5 1.1502-37A the basis of 
such property shall be the same as the 
basis of the stock and the bonds and 
other obligations exchanged therefor, 
adjusted for— 

<i> The transfer of assets within the 
affiliated group by the distributing cor¬ 
poration (by sale, gift, or otherwise) 
without consideration or at markedly 
fictitious values, during the period for 
which the corporations were affiliated 
(whether or not a consolidated return 
was made); 

(ii) Distributions during a period in 
which the corporations were affiliated of 
earnings or profits accumulated prior to 
the date upon which the distributing 
corporation became a member of the 
group; and 

(Hi) Cash received in the distribution. 

(4) Where property was acquired 
upon a distribution in which gain or loss 
to the distributee was recognized pur¬ 
suant to the provisions of section 333 (a) 
or the corresponding provisions of the 
Internal Revenue Code of 1939 or the 
Revenue Act of 1938, the basis of such 
property shall be the same as the basis 
of the stock exchanged therefor, ad¬ 
justed for— 

(1) The transfer of assets within the 
affiliated group by the distributing cor¬ 
poration (by sale, gift, or otherwise) 
without consideration or at markedly 
fictitious values, during the period for 
which the corporations were affiliated 
(whether or not a consolidated return 
was made); 

(li) Distribution during a consolidated 
return period of earnings or profits ac¬ 
cumulated prior to the date upon which 
the distributing corporation became a 
member of the group; 

(ill) Cash received in the distribution; 
and 

(iv) The amount of gain recognized to 
the distributee in the liquidation. 

(d> Basis not affected by acquisition 
or sale of stock. Neither the acquisition 
of stock of a corporation nor its sale or 
other disposition shall affect the basis 
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of the property of such corporation for 
determining gain or loss or upon which 
exhaustion, wear and tear, obsolescence, 
amortization, and depletion are to be 
allowed. 

§ 1.1.*02—59 A Imrnlorlc*. 

(a) Consolidated return for first year 
of affiliation. IX the income of an affili¬ 
ated corporation Is Included In a consoli¬ 
dated return for the period immediately 
following the date upon which such cor¬ 
poration became a member of the affili¬ 
ated group, the value of Its opening in¬ 
ventory to be used in computing the 
consolidated taxable Income shall be the 
proper value of the closing Inventory 
used in computing its taxable income for 
the preceding taxable year. 

(b) Consolidated return after separate 
return by affiliates. If— 

(1) A corporation which is a member 
of the affiliated group for the first con¬ 
solidated return period was a member 
of the group in the preceding taxable 
year, or 

(2) A corporation which Hied a sep¬ 
arate return for its previous taxable year 
was not a member of the affiliated group 
within the meaning of section 141 of the 
Internal Revenue Code of 1939. at any 
time during the last taxable year of the 
group not subject to section 1502. but 
which would have been a member of the 
group during such period if section 1504 
had been applicable and is a member of 
the affiliated group filing a consolidated 
return for the first taxable year to which 
section 1502 is applicable. 

the value of Its opening inventory to be 
used in computing the consolidated tax¬ 
able income for the first consolidated re¬ 
turn period shall be the proper value of 
the closing inventory used in computing 
its taxable income for the preceding tax¬ 
able year, decreased in the amount of 
profits or increased in the amount of 
lasses reflected in such inventories which 
arose in transactions between members 
of the affiliated group and which have 
not been realized by the group through 
final transactions with persons other 
than members of the group. 

(c) Separate returns made after con- 
solidated returns . If a corporation 
which was a member of an affiliated 
group In a consolidated return period 
makes or is required to make a separate 
return for the succeeding taxable year, 
the value of its opening inventory to be 
used in computing its taxable income 
for such succeeding taxable year shall 
be the proper value of Its closing inven¬ 
tory used in computing consolidated tax¬ 
able income for the last consolidated 
return period increased in the amount 
of profits or decreased in the amount of 
losses eliminated in the computation of 
such inventory as profits or losses aris¬ 
ing in transactions between members 
of the affiliated group, but in an amount 
not exceeding, in the case of profits, 
either the amount of profits arising from 
such Intercompany transactions re¬ 
flected in the closing inventory of such 
corporation for such succeeding taxable 
year or the amount of such intercom¬ 
pany profits eliminated from Its opening 
inventory for its first consolidated re¬ 
turn period pursuant to the provisions 
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of paragraph <b> of this section, and not 
exceeding, in the case of losses, either the 
amount of losses arising from intercom¬ 
pany transactions reflected in the dos¬ 
ing inventory for such corporation for 
such succeeding taxable year or the 
amount of such Intercompany losses 
eliminated from its opening inventory 
for its first consolidated return period 
pursuant to the provisions of paragraph 
(b) of this section. 

g 1.1502-40A Bad debt*. 

(a) Deduction during consolidated re¬ 
turn period. No deduction shall be al- 
lower during a consolidated return pe¬ 
riod to any member of the affiliated group 
on account of worthlessness in whole or 
in part of any obligation (including ac¬ 
counts receivable, bonds, notes, debts, 
and claims of whatsoever nature) of any 
other corporation which was a member 
of the group as of the last day of the tax¬ 
able year or which was liquidated by the 
group during such year, except as a loss 
resulting from a bona fide termination 
of the business and operations of such 
other corporation, whether in liquidation 
or otherwise, in which case the loss shall 
be computed subject to the adjustments 
specified in f 1.1501-35A and the provi¬ 
sions of f 1.1502-36A shall be applicable. 

(b) Limitation of allowance after con¬ 
solidated return period . With respect to 
obligations (including accounts receiv¬ 
able) of a member of an affiliated group 
acquired in any way by another member 
of the group prior to or during any tax¬ 
able year subsequent to 1928 for which a 
consolidated income or excess profits tax 
return was filed, the adjustments pre¬ 
scribed with respect to the allowance of 
losses upon the sale of bonds shall be 
applicable to the allowance of any bad 
debt deduction for any period subsequent 
to the consolidated return period. See 
* 1.1502-35A. 

| !. 1502-41A Sale unci retirement by 
corporal inn of iU bond*. 

(a) Issued at discount or premium. If 
a corporation which during any taxable 
year has been a member of an affiliated 
group which makes or is required to make 
a consolidated return, has issued its 
bonds at a discount or premium (whether 
or not during a consolidated return pe¬ 
riod), deduction will be allowed for the 
amortization of the discount, and income 
included for the amortization of the 
premium, in the same manner, to the 
same extent, and upon the same condi¬ 
tions as if the corporation had never 
been affiliated, except that no deduction 
for amortization of discount shall be al¬ 
lowed, and no Income shall be included 
for amortization of premium, during a 
period for which a consolidated return is 
made, on bonds of one member of the 
group owned by another member of the 
group. 

(b) Acquisition of bonds by issuing 
company. If a corporation which has 
been a member of an affiliated group 
which makes or is required to make a 
consolidated return, acquires its bonds 
(whether or not from another member 
of such group and whether or not during 
a consolidated return period), gain or 
loss shall be recognized in the same man¬ 
ner to the same extent and upon the 


same conditions as if the corporation had 
never been affiliated, except that, if such 
bonds are acquired from another mem¬ 
ber of the group during a consolidated 
return period, and in a transaction ether 
than a distribution in a liquidation in 
which gain or loss to the distributee is 
recognized pursuant to paragraph (a ) of 
I 1.1502-37A in determining the gain or 
106 « to the issuing company from such 
acquisition, the basis thereof to such 
other member of the group shall be 
deemed the purchase price. 

§ 1.1502—S2A Capital lo** Ihnilutiuu* 

and carryover. 

<a) The provisions of sections 165, 
832<c) (5>, 1211, 1212. and 1231 with 
respect to gains and losses from sales 
or exchanges of capital assets shall be 
applied, in respect of such gains and 
losses sustained during a consolidated 
return period as if the affiliated group 
were the taxpayer. 

(b) With respect to a net capital loss 
sustained by a corporation in a taxable 
year prior to the first consolidated re¬ 
turn period in respect of which its 
income is included in a consolidate' re¬ 
turn. such loss (in an amount not in 
excess of the net capital gain of such 
corporation for succeeding consolidated 
return periods) shall, for the purpa*' of 
section 1212, relating to net capital loss 
carryovers, be treated as if such net 
capital loss had been sustained by the 
affiliated group. 

(c) A consolidated net capital loss of 
an affiliated group for a consolidated re¬ 
turn period shall be considered as a con¬ 
solidated short-term capital loss in 
subsequent consolidated return periods 
notwithstanding that one or more cor¬ 
porations, members of the group in the 
taxable year In which such loss was sus¬ 
tained. make separate returns for sub¬ 
sequent taxable years (or Join in a 
consolidated return made by another 
affiliated group). but only to the extent 
that such consolidated net capital loss 
is not attributable to such corporati ns: 
and such portion of such consolidated 
net capital loss as is attributable to the 
several corporations making separate 
returns (or joining in a consolidated re¬ 
turn made by another affiliated group) 
for a subsequent taxable year shall be 
considered as a short-term capital loss 
in such separate returns, or in such con¬ 
solidated return of the other affiliated 
group, but only to the extent that such 
portion of such consolidated net capital 
loss was not absorbed in Intervening tax¬ 
able years by net capital gains, consoli¬ 
dated or separate, as the case may be 
Any net capital loss sustained by a cor¬ 
poration prior to the first taxable year 
in respect of which its income U in¬ 
cluded In the consolidated return shah 
be considered as a short-term capital 
loss in the separate return of such cor¬ 
poration (or the consolidated return or 
another affiliated group of which it be¬ 
comes a member) for a subsequent tax¬ 
able year for which it makes a separate 
return or Joins In a consolidated return 
of another group, but only to the extent 
that such net capital loss was not so- 
sorbed in Intervening taxable years d> 
net capital gains, consolidated or sepa¬ 
rate. as the case may be. 
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| 1.1302—43A Credit for foreign tuxes. 


(a) In general — (l) Choice of credit 
or deduction. The credit under section 
901 for taxes paid or accrued to any for¬ 
eign country or possession of the United 
States shall be allowed to an affiliated 
group filing a consolidated return only 
If the common parent corporation 
chooses to use such credit In the compu¬ 
tation of the tax liability of the group 
for the taxable year. If this choice is 
made, no deduction may be taken under 
section 194 on the consolidated return 
for such taxes paid or accrued by any 
member of the group. 

(2) Amount of credit. It the per- 
country limitation on the credit provided 
in section 904(a)(1) applies in comput¬ 
ing the tax liability of the group for the 
taxable year, the amount of the crcdft 
shall bo determined under paragraph (b) 
of this section; if the overall limitation 
provided In section 904(a)(2) applies, 
the amount of the credit shall be deter¬ 
mined under paragraph (c) of this sec¬ 
tion. If any member of the group re¬ 
ceives “interest Income’* from sources 
within any foreign country or any pos¬ 
session. the credit for taxes paid or 
accrued to such foreign country or pos¬ 
session with respect to such Income shall 
be determined separately under para¬ 
graph <d) of this section. 

(3) Definitions. For purposes of this 
section— 


(i) The term “taxes paid or accrued*' 
includes the amount of taxes deemed 
paid pursuant to sections 902 and 960(a), 

and 


(ii) The term “interest Income-means 
interest income described In section 


904(f)(2) for taxable years beginning 
after October 16. 1962, but only if such 
interest income results from transactions 
consummated after April 2. 1962. and 
the term “consolidated taxable Interest 
income” means the aggregate interest In¬ 
come of the several members of the af¬ 
filiated group. 

<b) Amount of credit with respect to 
noninterest income where per-country 
limitation applies —(1) Taxes allowed as 
o credit . Subject to the limitation pro- 
tided In subparagraph (2) of this para¬ 
graph. the credit allowable to an affiliated 
poup filing a consolidated return for 
taxes paid or accrued with respect to In¬ 
come other than Interest income for a 
tptable year for which the per-country 
limitation applies shall be an amount 
CQual to the sum of— 

(1> The aggregate of the taxes paid 
or accrued for the taxable year by the 
several members of the affiliated group 
to any foreign country or any possession 
^ith respect to income other than in¬ 
terest income, and 


<ii> The aggregate of the consolidate* 
excess tax paid carryovers and carry 
ram to the taxable year under sectioi 
vof(d) for taxes paid or accrued to sue] 
country or possession with respect b 
income other than interest income. 
t J. 2) Limitation. The credit allowabl 
subparagraph ( 1 ) of this para 
sra^h for taxes paid or accrued to an: 
reign country or any possession shal 
** amoun t which bears th 
wme ra«4o to the toUl tax of the af 
abated group against which the credit t 
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taken as the consolidated taxable Income 
of the group (computed by excluding 
any consolidated taxable interest in¬ 
come) from sources within such coun¬ 
try or possession (but not In excess of 
the entire consolidated taxable income 
of the group) bears to the entire con¬ 
solidated taxable income. The amount 
computed under the preceding sentence 
shall be Increased as provided in section 
960 (b), where applicable. 

(3) Consolidated excess tax paid car¬ 
ryovers. The consolidated excess tax 
paid carryovers to the current taxable 
year for taxes paid or accrued to any 
foreign country or any possession with 
respect to Income other than interest In¬ 
come shall consist of— 

(1) The consolidated excess tax paid, 
with respect to such income, to such 
country or possession for the five preced¬ 
ing taxable years (not including as a 
preceding taxable year any taxable year 
beginning before January 1.1958) to the 
extent that such consolidated excess tax 
paid for any such preceding taxable year 
was not attributable to a corporation 
making a separate return or joining in a 
consolidated return filed by another af¬ 
filiated group for the current taxable year 
and was not absorbed pursuant to section 
904(d) in years preceding the current 
taxable year (whether or not taken as a 
credit), and 

with respect to the excess tax paid, with 
respect to income other than interest 
Income, by a corporation in a taxable 
year for which a separate return was 
filed, or for which such corporation 
joined In a consolidated return filed by 
another affiliated group, but subject to 
the limitation prescribed in paragraph 
(g) of this section— 

(ID The amount of such excess tax 
paid by such corporation to such coun¬ 
try or possession for the five preceding 
taxable years (not including as a preced¬ 
ing taxable year any taxable year begin¬ 
ning before January 1. 1958) to the ex¬ 
tent that such excess tax paid for any 
such preceding taxable year was not 
absorbed pursuant to section 904(d) in 
years preceding the current taxable year 
(whether or not taken as a credit). 

<4) Consolidated excess tax paid car¬ 
rybacks. The consolidated excess tax 
paid carrybacks to the current taxable 
year for taxes paid or accrued to any 
foreign country or any possession with 
respect to income other than interest in¬ 
come shall consist of— 

(i) The consolidated excess tax paid, 
with respect to such income, to such 
country or possession for the first suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or joining in a con¬ 
solidated return filed by another affiliat¬ 
ed group for the current taxable year) 
reduced to the extent absorbed pursuant 
to section 904(d) in the first preceding 
taxable year (whether or not taken as 
a credit). and 

(ii) The consolidated excess tax paid, 
with respect to such Income, to such 
country or possession for the second 
succeeding taxable year (to the extent 
not attributable to a corporation making 
a separate return or Joining in a con¬ 
solidated return filed by another affili¬ 


ated group for the current taxable year), 
and 

with respect to the excess tax paid, with 
respect to income other than Interest in¬ 
come. to such country or possession by a 
corporation which, for either of the two 
succeeding taxable years, files a separate 
return or Joins In a consolidated return 
filed by another affiliated group, but sub¬ 
ject to the limitation prescribed In para¬ 
graph (g) of this section— 

(ill) The amount of such excess tax 
paid by such corporation for the first 
succeeding taxable year reduced to the 
extent absorbed pursuant to section 
904(d) by such corporation for the first 
preceding taxable year (whether or not 
taken as a credit), or If the income of 
such corporation Is Included in a consoli¬ 
dated return for the first preceding tax¬ 
able year, reduced to the extent absorbed 
pursuant to section 904 (d) by such con¬ 
solidated return (whether or not taken 
as a credit), and 

(iv) The amount of such excess tax 
paid by such corporation for the second 
succeeding taxable year. 

(c) Amount of credit with respect to 
noninterest income where overall limita¬ 
tion applies —(1) Taxes allowed as a 
credit. Subject to the limitation pro¬ 
vided in subparagraph (2) of this para¬ 
graph, the credit allowable to an affili¬ 
ated group filing a consolidated return 
for taxes paid or accrued with respect to 
income other than Interest income for a 
taxable year for which the overall limita¬ 
tion applies shall be equal to the sum of— 

(1) The aggregate of the taxes paid or 
accrued for the taxable year by the 
several members of the affiliated group to 
all foreign countries and possessions with 
respect to income other than Interest 
Income, and 

(ii) The aggregate of the consolidated 
excess tax paid carryovers and carry¬ 
backs to the taxable year under section 
904(d) for taxes paid or accrued to all 
foreign countries and possessions with 
respect to income other than interest 
Income. 

(2) Limitation. The credit allowable 
under subparagraph (1) of this para¬ 
graph for taxes paid or accrued to all 
foreign countries and possessions shall 
not exceed an amount which bears the 
same ratio to the total tax of the affili¬ 
ated group against which the credit Ls 
taken as the consolidated taxable in¬ 
come of the group (computed by exclud¬ 
ing any consolidated taxable interest in¬ 
come) from sources without the United 
States (but not In excess of the entire 
consolidated taxable income of the 
group) bears to the entire consolidated 
taxable income. The amount computed 
under the preceding sentence shall be 
increased as provided in section 960(b), 
where applicable. 

(3) Consolidated excess tax paid 
carryovers. The consolidated excess tax 
paid carryovers to the current taxable 
year for taxes paid or accrued to all for¬ 
eign countries and possessions with re¬ 
spect to Income other than Interest in¬ 
come shall consist of— 

(i) The consolidated excess tax paid, 
with respect to such income, to all such 
countries and possessions for the five 
preceding taxable years (not including 
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as a preceding taxable year any taxable 
year beginning before January 1, 1961) 
to the extent that such consolidated ex¬ 
cess tax paid for any such preceding tax¬ 
able year was not attributable to a cor¬ 
poration making a separate return or 
Joining in a consolidated return filed by 
another affiliated group for the current 
taxable year and was not absorbed pur¬ 
suant to section 904(d) in years preced¬ 
ing the current taxable year (whether 
or not taken as a credit), and 

with respect to the excess tax paid, with 
respect to Income other than Interest In¬ 
come, by a corporation in a taxable year 
for which a separate return was filed, or 
for which such corporation Joined in a 
consolidated return filed by another affil¬ 
iated group, but subject to the limita¬ 
tion prescribed In paragraph (g) of this 
section— 

(11) The amount of such excess tax 
paid by such corporation to all foreign 
countries and possessions for the five 
preceding taxable years (not including as 
a preceding taxable year any taxable 
year beginning before January 1. 1961) 
to the extent that such excess tax paid 
for any such preceding taxable year was 
not absorbed pursuant to section 904(d) 
in years preceding the current taxable 
year (whether or not taken as a credit). 

(4) Consolidated excess tax paid 
carrybacks. The consolidated excess tax 
paid carrybacks to the current taxable 
year for taxes paid or accrued to all for¬ 
eign countries and possessions with re¬ 
spect to income other than interest In¬ 
come shall consist of— 

(1) The consolidated excess tax paid, 
with respect to such Income, to all such 
countries and possessions for the first 
succeeding taxable year (to the extent 
not attributable to a corporation making 
a separate return or Joining in a consol¬ 
idated return filed by another affiliated 
group for the current taxable year) re¬ 
duced to the extent absorbed pursuant 
to section 904(d) in the first preceding 
taxable year (whether or not taken as 
a credit). and 

(ii) The consolidated excess tax paid, 
with respect to such Income, to all such 
countries and possessions for the second 
succeeding taxable year (to the extent 
not attributable to a corporation making 
a separate return or Joining in a consoli¬ 
dated return filed by another affiliated 
group for the current taxable year), and 

with respect to the excess tax paid, with 
respect to income other than interest in¬ 
come. to all such countries and posses¬ 
sions by a corporation which, for either 
of the two succeeding taxable years, files 
a separate return or joins in a consoli¬ 
dated return filed by another affiliated 
group, but subject to the limitation pre¬ 
scribed In paragraph (g) of this section— 

(ill) The amount of such excess tax 
paid by such corporation for the first 
succeeding taxable year reduced to the 
extent absorbed pursuant to section 904 
(d) by such corporation for the first pre¬ 
ceding taxable year (whether or not 
taken as a credit), or If the income of 
such corporation is included in a consoli¬ 
dated return for the first preceding tax¬ 
able year, reduced to the extent absorbed 
pursuant to section 904(d) by such con¬ 


solidated return (whether or not taken 
as credit ». and 

(iv) The amount of such excess tax 
paid by such corporation for the second 
succeeding taxable year. 

(5) Carrybacks to certain taxable 
years. The excess tax paid (whether 
consolidated or separate) with respect to 
income other than interest income for 
any taxable year for which the overall 
limitation applies may not be carried 
back to a taxable year beginning before 
January 1, 1961; and in determining the 
carryover or carryback to taxable years 
beginning on or after January 1,1961, no 
amount shall be treated as absorbed for 
taxable years beginning before such date. 

(d) Amount of credit with respect to 
interest income —(1) Taxes allowed as a 
credit. Subject to the limitation provided 
in subparagraph (2) of this paragraph, 
the credit allowable to an affiliated group 
filing a consolidated return for taxes paid 
or accrued with respect to Interest in¬ 
come shall be an amount equal to the 
sum of— 

(1) The aggregate of the taxes paid 
or accrued for the taxable year by the sev¬ 
eral members of the affiliated group to 
any foreign country or any possession 
with respect to Interest Income, and 

(ii) The aggregate of the consolidated 
excess tax paid carryovers and carry¬ 
backs to the taxable year under section 
904(d) for taxes paid or accrued to such 
country or possession with respect to in¬ 
terest income 

(2) Limitation . The credit allowable 
under subparagraph (1) of this para¬ 
graph for taxes paid or accrued to any 
foreign country or any possession shall 
not exceed an amount which bears the 
same ratio to the total tax of the affiliated 
group against which the credit is taken 
as the consolidated taxable interest in¬ 
come of the group from sources within 
such country or possession (but not in 
excess of the entire consolidated taxable 
Income of the group) bears to the entire 
consolidated taxable income. The 
amount computed under the preceding 
sentence shall be increased as provided in 
section 960(b). where applicable. 

(3) Consolidated excess tax paid 
carryovers. The consolidated excess tax 
paid carryovers to the current taxable 
year for taxes paid or accrued to any 
foreign country or any prossession with 
respect to interest Income shall consist 
of— 

(1) The consolidated excess tax paid, 
with respect to such income, to such 
country or possession for the five pre¬ 
ceding taxable years to the extent that 
such consolidated excess tax paid for 
any such preceding taxable year was not 
attributable to a corporation making a 
separate return or Joining in a consoli¬ 
dated return filed by another affiliated 
group for the current taxable year and 
was not absorbed pursuant to section 
904(d) in years preceding the current 
taxable year (whether or not taken as a 
credit), and 

with respect to the excess tax paid, with 
respect to interest income, by a corpora¬ 
tion in a taxable year for which a sepa¬ 
rate return was filed, or for which such 
corporation Joined in a consolidated re¬ 
turn filed by another affiliated group. 


but subject to the limitation prescribe 
in paragraph (g> of this section— 

(U) The amount of such excess t x 
paid by such corporation to such count ry 
or possession for the five preceding tax¬ 
able years to the extent that such ex¬ 
cess tax paid for any such preceding 
taxable year was not absorbed pursuant 
to section 904(d) In years preceding the 
current taxable year (whether or not 
taken as a credit). 

(4) Consolidated excess tax paid 
carrybacks . The consolidated excess 
tax paid carrybacks to the current tax¬ 
able year for taxes paid or accrued to 
any foreign country or any passes! >n 
with respect to interest income shall con¬ 
sist of— 

(i) The consolidated excess tax paid, 
wall respect to such income, to such 
country or possession for the first suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or joining in a consoli¬ 
dated return filed by another affiliated 
group for the current taxable year* re¬ 
duced to the extent absorbed pursuant 
to section 904(d) in the first preceding 
taxable year (whether or not taken as a 
credit), and 

(ii) The consolidated excess tax paid, 
with respect to such Income, to such 
country or possession for the second suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or joining in a consoli¬ 
dated return filed by another affiliated 
group for the current taxable year». and 
with respect to the excess tax paid, with 
respect to interest income, to such coun¬ 
try or possession by a corporation which, 
for either of the two succeeding taxable 
years, files a separate return or Joins In 
a consolidated return filed by another 
affiliated group, but subject to the limita¬ 
tion prescribed in paragraph (g) of this 
section— 

Oil) The amount of such excess tax 
paid by such corporation for the first 
succeeding taxable year reduced to the 
extent absorbed pursuant to section 
904(d) by such corporation for the first 
preceding taxable year (whether or not 
taken as a credit), or if the income of 
such corporation is Included In a con¬ 
solidated return for the first preceding 
taxable year, reduced to the extent ab¬ 
sorbed pursuant to section 904(d> by 
such consolidated return (whether or not 
taken as a credit), and 

(iv) The amount of such excess tax 
paid by such corporation for the second 
succeeding taxable year. 

(5) Transitional rules for carrybacts 

and carryovers . (1) If the total excess 

tax paid (consolidated or separate to 
any foreign country or any possession far 
a taxable year beginning on or before 
October 16. 1962. is a carryover to a tax¬ 
able year beginning after such date, then 
(a) the portion of such carryover attrib¬ 
utable to taxes paid or accrued with re¬ 
spect to interest income shall be an 
amount equal to such carryover muiu- 
plied by the ratio which the taxes paid 
or accrued to such foreign count n or 
possession for such year beginning after 
October 16, 1962, with respect to ifitcresi 
income, bears to the total amount of tne 
taxes paid or accrued to such foreign 
country or possession for such year, an 
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<b) the portion of such carryover attrib¬ 
utable to taxes paid or accrued with 
respect to Income other than interest 
Income shall be an amount equal to such 
carryover multiplied by the ratio which 
the taxes paid or accrued to such foreign 
country or possession for such year be¬ 
ginning after October 16. 1962, with re¬ 
spect to Income other than interest in¬ 
come. bears to the total amount of the 
taxes paid or accrued to such foreign 
country or possession for such year. 

(U> The amount of the total excess tax 
paid (consolidated or separate* to any 
foreign country or any possession for a 
taxable year beginning after October 16. 
1962. which is a carryback to a taxable 
year beginning on or before such date 
shall be determined without regard to 
the provisions of this paragraph. 

(e * Consolidated excess tax paid— 
(i) Income other than interest income. 
The consolidated excess tax paid to any 
foreign country or any possession (or to 
all foreign countries and possessions if 
the overall limitation provided in sec¬ 
tion 904(a)(2) applies) for any taxable 
year with respect to Income other than 
interest income is the excess of the ag¬ 
gregate of the taxes paid or accrued by 
the several members of the affiliated 
group to such country or possession (or 
to all foreign countries and possessions 
if the overall limitation applies) with re¬ 
spect to income other than Interest in¬ 
come over the applicable limitation pro¬ 
vided in section 904(a) (1) or (2) 
(increased to the extent provided in sec¬ 
tion 960(b)), However, there is no con¬ 
solidated excess tax paid for a taxable 
year In which the affiliated group takes 
a deduction under section 164 for such 
taxes paid or accrued to a foreign coun¬ 
try or possession. 

(2) Interest income . The consoli¬ 
dated excess tax paid to any foreign 
country or any possession for any tax¬ 
able year with respect to interest income 
is the excess of the aggregate of the taxes 
paid or accrued by the several members 
of the affiliated group to such country or 
possession with respect to interest in¬ 
come over the limitation provided in sec¬ 
tion 904(a)(1) (Increased to the extent 
provided in section 960 (b)). However, 
there is no consolidated excess tax paid 
for a taxable year in which the affiliated 
group takes a deduction under section 
164 for such taxes paid or accrued to a 
foreign country or possession. 

(f> Excess tax paid —(1) Income other 
than interest income . The excess tax 
paid to any foreign country or any pos¬ 
session (or to all foreign countries and 
Possessions if the overall limitation pro¬ 
vided In section 904(a)(2) applies) with 
respect to income other than Interest in¬ 
come, by a corporation for any taxable 
year for which a separate return Is filed, 
is the excess of the taxes paid or accrued 
by the corporation to such country or 
possession (or to all foreign countries 
and possessions If the overall limitation 
Applies) with respect to income other 
ihan Interest income over the applicable 
limitation provided In section 904'a) (1) 
or <2) (increased to the extent provided 
,n ^tion 960(b)). However, there is no 


FEDERAL REGISTER 

excess tax paid for a taxable year in 
which the corporation takes a deduction 
under section 164 for such taxes paid or 
accrued to a foreign country or posses¬ 
sion. 

(2> Interest income. The excess tax 
paid to any foreign country or any pos¬ 
session with respect to interest income, 
by a corporation for any taxable year 
for which a separate return Is filed, is the 
excess of the taxes paid or accrued by 
the corporation to such country or pos¬ 
session with respect to Interest Income 
over the limitation provided in section 
904(a)(1) (increased to the extent pro¬ 
vided in section 960(b)). However, 
there is no excess tax paid for a taxable 
year in which the corporation takes a 
deduction under section 164 for such 
taxes paid or accrued to a foreign coun¬ 
try or possession. 

(g) Limitation on credit for carry¬ 
overs and carrybacks oj excess tax paid 
from separate return years . In no case 
shall there be included in the credit for 
taxes paid or accrued to any foreign 
country or any possession for the taxable 
year as consolidated excess tax paid 
carryovers under paragraphs (b)(3) (ii). 
<c) (3) (11). and (d) (3) (ii) of this section 
(relating to excess tax paid by a corpora¬ 
tion in years for which separate returns 
were filed, or for which such corporation 
joined in a consolidated return filed by 
another affiliated group) and as con¬ 
solidated excess tax paid carrybacks un¬ 
der paragraphs (b)(4) (ill) and (Iv). 
(c)(4) (ill) and (iv). and (d)(4) (ill) 
and (iv) of this section (relating to ex¬ 
cess tax paid by a corporation which for 
either of the two succeeding taxable 
years files a separate return or joins In 
a consolidated return filed by another 
affiliated group). an amount exceeding In 
the aggregate that which would be al¬ 
lowed as a credit for a carryover or 
carryback to such corporation if it had 
filed a separate return for such taxable 
year. 

(h) Apportionment of consolidated 
excess tax paid . If an affiliated group 
filing a consolidated return has a consoli¬ 
dated excess tax paid with respect to any 
foreign country or any possession (or 
with respect to all foreign countries and 
possessions If the overall limitation ap¬ 
plies) for the taxable year attributable 
to income other than interest income, 
or has a consolidated excess tax paid 
with respect to any foreign country or 
any possession attributable to interest 
Income, and if there are included as 
members of such group one or more cor¬ 
porations which make separate returns 
(or Join in a consolidated return filed by 
another affiliated group) for any of the 
two preceding or five succeeding taxable 
years, the portion of each such consoli¬ 
dated excess tax paid attributable to 
such corporations severally shall be de¬ 
termined. The portion of each such 
consolidated excess tax paid in the case 
of any such corporation shall be the 
amount which bears the same ratio to 
such consolidated excess tax paid as the 
tax paid or accrued by such corporation 
to such foreign country or possession (or 
to all foreign countries and possessions if 
the overall limitation applies) with re¬ 
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spect to Income other than Interest in¬ 
come. or to such foreign country or pos¬ 
session with respect to interest Income, 
as the case may be, bears to the total tax 
paid or accrued by the affiliated group 
to such foreign country or possession (or 
to all foreign countries and possessions 
if the overall limitation applies) with re¬ 
spect to Income other than interest in¬ 
come, or to such foreign country or pos¬ 
session with respect to interest income, 
as the case may be. 

(I) LReserved) 

(J) Consolidated excess tax paid be¬ 
fore or after consolidated return period. 
The consolidated excess tax paid by an 
affiliated group to any foreign country 
or any possession (or with respect to all 
foreign countries and possessions if the 
overall limitation applies) with respect 
to income other than interest income, or 
to any foreign country or any possession 
with respect to Interest income, as the 
case may be, shall be used in computing 
the consolidated excess tax paid carry¬ 
over and carryback of the group not¬ 
withstanding that one or more corpora¬ 
tions which were members of the group 
in the taxable year In which such con¬ 
solidated excess tax paid originates make 
separate returns (or join in a consoli¬ 
dated return made by another affiliated 
group) for a subsequent taxable year (or, 
in the case of a carryback, for a preced¬ 
ing taxable year) but only to the extent 
that such consolidated excess tax paid is 
not attributable to such corporation. 
Such portion of such consolidated ex¬ 
cess tax paid as is attributable to the 
several corporations making separate 
returns (or joining in a consolidated re¬ 
turn made by another affiliated group) 
for a subsequent taxable year (or, in the 
case of a carryback, for a preceding tax¬ 
able year) reduced to the extent ab¬ 
sorbed in earlier years shall be used by 
such corporations severally as carry¬ 
overs or as carrybacks in such separate 
returns or in such consolidated returns 
of another affiliated group. Any excess 
tax paid by a corporation prior to the 
first taxable year in which its income is 
included in the consolidated return of 
the group (or paid in either of the two 
years immediately following a consoli¬ 
dated return year) may be used in com¬ 
puting the carryover or carryback of 
such corporation (or of another affiliated 
group of which it becomes a member) 
for a subsequent taxable year for which 
it makes a separate return or Joins in 
the consolidated return of another affili¬ 
ated group, but only to the extent that 
such excess tax paid was not absorbed 
(either as a carryover or as a carryback). 

(k) Limitation effective under section 
904(aK The determination of whether 
the overall limitation or the per-country 
limitation applies during a consolidated 
return period shall be made by reference 
to the limitation effective with respect to 
the common parent corporation for such 
period. An election made by the com¬ 
mon parent for a year for which It filed 
a separate return may be changed or 
revoked during a consolidated return 
period only In accordance with the pro¬ 
visions of section 904(b). If the limita¬ 
tion effective with respect to any affiliate 
for a taxable year (immediately preced- 
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Ing the consolidated return period) for 
which It filed a separate return (or 
Joined In a consolidated return filed by 
another affiliated group) differs from the 
limitation effective with respect to the 
common parent corporation for the con¬ 
solidated return period, then such affili¬ 
ate shall, if the overall limitation is 
effective with respect to the common par¬ 
ent, be deemed to have made an election 
to use such overall limitation, or, if the 
per-country limitation is effective with 
respect to the common parent, be deemed 
to have revoked its election to use the 
overall limitation. Consent of the Sec¬ 
retary or his delegate is hereby given 
to such affiliate for such election or rev¬ 
ocation. Any such election or revoca¬ 
tion shall apply only prospectively 
beginning with such consolidated return 
period. The limitation effective with 
respect to an affllate for the consoli¬ 
dated return period immediately preced¬ 
ing a year for which it does not Join in 
the filing of the consolidated return 
shall, except to the extent otherwise pro¬ 
vided in this paragraph, remain in effect 
for such subsequent year In accordance 
with the provisions of section 904(b). 

(1) Carryovers or carrybacks from 
overall year to per-country year, and 
vice versa. (1) The excess tax paid 
(whether consolidated or separate) to 
any foreign country or any possession of 
the United States with respect to in- 
come other than Interest income, in a 
taxable year for which the per-country 
limitation under section 904(a)(1) ap¬ 
plies, may not be carried to a taxable 
year for which the overall limitation 
under section 904(a) (2) applies. 

(2) The excess tax paid (whether con¬ 
solidated or separate) to all foreign 
countries and possessions with respect 
to Income other than interest income. In 
a taxable year for which the overall 
limitation applies, may not be carried to 
a taxable year for which the per-country 
limitation applies. 

(3) Subject to the provisions of sec¬ 
tion 904(f)(3) and the regulations 
thereunder, the excess tax paid (whether 
consolidated or separate) to any foreign 
country or any possession with respect 
to interest income may be carried to a 
taxable year for which the overall limita¬ 
tion applies in respect of taxes paid or 
accrued with respect to income other 
than interest income. 

g 1.1502—44A Methods of accounting. 

(a) In general. All members of the 
affiliated group shall adopt that method 
of accounting which clearly reflects the 
consolidated taxable income. A method 
of accounting which docs not treat with 
reasonable consistency all items of gross 
income and deductions of the various 
members of the group shall not be re¬ 
garded as dearly reflecting the consol¬ 
idated taxable income. For example, 
one member of the group will not be 
permitted to report items of income or 
deductions on the cash method of ac¬ 
counting while another member of the 
same group reports the same or similar 
items on the accrual method. The pro¬ 
visions of this paragraph are subject to 
the exceptions stated in paragraph (b) 
of this section. 
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(b> Combination of methods . If the 
members of an affiliated group have es¬ 
tablished different methods of account¬ 
ing, each member may retain such 
method with the consent of the Com¬ 
missioner: Provided , That the consoli¬ 
dated taxable income is clearly reflected: 
And provided further , That intercom¬ 
pany transactions affecting such con¬ 
solidated taxable income shall be elimi¬ 
nated and adjustments on account of 
such transactions shall be made with 
reference to a uniform method of ac¬ 
counting to be selected by the members 
of the group with the consent of the 
Commissioner. 

(c) Adjustments required by changes 
In method of accounting. In any case in 
which a member of an affiliated group 
changes its method of accounting the 
provisions of section 481 (a) shall be 
applicable. 

g 1.1502—45A Mine exploration expend¬ 
itures. 

For the purpose of applying the 
limitation provided in section 615 (c) 
(whether during a consolidated return 
period or during a period for which a 
separate return is made), if during a 
preceding taxable year for which a con¬ 
solidated return was made or was re¬ 
quired to be made any member of the 
affiliated group for such preceding tax¬ 
able year was allowed the deduction pro¬ 
vided in section 615 (a) or made the 
election provided in section 615 (b). each 
member of the affiliated group for such 
preceding taxable year shall be deemed 
to have been allowed such deduction or 
to have made such election, as the case 
may be. 

g 1.1502—46A Depreciation. 

In the computation of the deduction 
for depreciation under section 167. prop¬ 
erty received by one member of the group 
from another member of the group dur¬ 
ing a consolidated return period, shall 
be treated in the same manner as It 
could be treated if it were held by the 
transferor. 

g 1.1302— I7A Election to deduct ac¬ 
crued taxr*. 

If all members of the affiliated group 
were taxpayers which, for each tax¬ 
able year in which they were subject 
to the tax Imposed by section 500 of the 
Internal Revenue Code of 1939 deducted 
Federal income and excess profits taxes 
when paid for the purpose of computing 
subchapter A net income under such 
Code, the affiliated group shall. If the tax 
liability under section 541 Is computed 
upon the consolidated undistributed per¬ 
sonal holding company income, deduct 
taxes under section 545 when paid unless 
a member of the common affiliated group 
elects in its return or the common parent 
elects in a consolidated return for the 
group of which it is the common parent 
for a taxable year ending after June 30. 
1954. to deduct the taxes described in 
section 545, when accrued. In any case 
in which the common parent corporation 
or any member of the affiliated group 
has. prior to the taxable year, elected to 
deduct such taxes when accrued, each 
member of the group shall be deemed to 
have so elected in the first year there¬ 


after in which its Income is Included In 
the consolidated personal holding com¬ 
pany income. If an election is made by 
the common parent corporation with re¬ 
spect to a year for which the tax liability 
under section 541 is computed upon the 
consolidated undistributed personal 
holding company income, each member 
of the group shall be deemed to have 
made such election in such year. Any 
such election made or deemed to have 
been made shall be applicable to each 
member of the group for the taxable year 
for which the election is made and for 
all subsequent taxable years. Any elec¬ 
tion so made shall be Irrevocable. 

g 1.1502-48A liability for tax under 
Motion 531. 

In any case in which an affiliated 
group computes the tax liability under 
section 541, upon the consolidated un¬ 
distributed personal holding company 
Income, the tax Imposed by section 531 
shall not be applicable. 

g 1.1502—19A Addition* to tax for fail¬ 
ure to pay estimated I ax. 

(a) Except In the case of an affiliated 
group described in paragraph (b) of this 
section, any addition to the tax under 
section 6655 for underpayment of esti¬ 
mated tax of a member of an affiliated 
group which files a consolidated return 
for the taxable year shall be determined 
by allocating the tax shown on the con¬ 
solidated return to the several members 
of the group by any of the methods pro¬ 
vided in paragraph (a) of 1 1.1552-1 se¬ 
lected by the common parent corporation 
for the taxable year, without regard to 
the method elected under section 1552. 
If the group would use the method 
of allocation authorised by paragraph 
(a)(4) of * 1 1552-1. it must be the 
method elected by the group with the 
approval of the Commissioner for the 
purpose of determining earnings and 
profits. In the application of section 
6655 (d) (1) with respect to a mem¬ 
ber of the group which was included 
in a consolidated return for the preced¬ 
ing taxable year, whether or not such 
member is Included in a consolidated 
return for the taxable year, the “tax 
shown on the return*’ for the preceding 
taxable year shall be the portion of the 
tax shown on such consolidated return 
determined by allocating such tax to the 
several members of the group by the pro¬ 
cedure described above. In the applica¬ 
tion of section 6655 (d> (2) if the 
corporation was included in a consoli¬ 
dated return for the preceding taxab.e 
year, the “facts shown on the return 
shall be the facts shown on the consoli¬ 
dated return of the group (whether of 
this or another affiliated group) for the 
preceding taxable year attributable to 
such corporation. 

(b) In the case of on affiliated group 
which has filed pursuant to the pro¬ 
visions of paragraph (c)(2) of S 1.1502- 
10A a declaration of estimated tax for the 
taxable year for which a consolidated 
return is filed, any addition to the tax 
provided by section 6655 shall be deter¬ 
mined by reference to the payments 

on such declaration and to the tax iho* n 
on the consolidated return. 
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(c) In the application of section 6655 
(d> (1) with respect to the affiliated 
group described In paragraph (b) of this 
lection, the “tax shown on the return" 
be— v. 

(1) If the group filed a consolidated 
return for the preceding taxable year, 
the tax shown on such return, or 

(2) If the group did not file a con¬ 
solidated return for the preceding tax¬ 
able year, the aggregate of the taxes 
of the several members of the group 
shown on any separate returns of such 
corporations for the preceding taxable 
year, plus the tax shown on a consoli¬ 
dated return for the preceding taxable 
year attributable to any member of the 
group which Joined in a consolidated 
return with another affiliated group for 
such preceding taxable year. The tax 
attributable to any such corporation 
which joined In a consolidated return 
shall be determined by allocating the 
tax shown on such consolidated return 
in accordance with the procedure de¬ 
scribed in paragraph (a) of this section. 

<d> In the application of section 6655 
(d) (2) with respect to the affiliated 
group described In paragraph (b) of this 
section, the "facts shown on the return" 
shall be— 

(1) If the group filed a consolidated 
return for the preceding taxable year, 
the facta shown on such return, or 

(2) IX the group did not hie a consol¬ 
idated return for the preceding taxable 
year, the facts shown on the separate re¬ 
turns of the members of the affiliated 
group for the preceding taxable year to¬ 
gether with the facts shown on a con¬ 
solidated return for the preceding tax¬ 
able year attributable to any member of 
the group which Joined in a consolidated 
return with another affiliated group for 
such preceding taxable year. 

§ I.I5O2-S0A Gain on *a!t» of bond- and 
other evidences of indebtedness. 

In the application of section 1232(a). 
if one member of the affiliated group 
acquires a bond or other evidence of In¬ 
debtedness from another member of the 
affiliated group during a consolidated 
return period, the determination of the 
amount which Is treated as gain from the 
sale or exchange of property which Is not 
a capital asset shall be tnade by Includ¬ 
ing in the period of time during which 
auch bond or other evidence of indebted¬ 
ness was held, the period of time during 
which it was held by any other corpora¬ 
tion which transferred it In a transac¬ 
tion to which paragraph (b)(1) <0 of 
I 1 1502-31A (or the corresponding 
provision of prior consolidated re¬ 
turns regulations) is applicable without 
regard to any period of time before the 
Jail .sale or exchange of such Instrument 
to which such section Is not applicable. 

the application of section 1232(c), lf 
a bond or other evidence of indebtedness 
*** •GQWfred from another member of an 
affiliated group during a consolidated re¬ 
turn period, then the bond or other evi¬ 
dence of Indebtedness shall be deemed to 
have been purchased at the time of. and 
** having a market value with coupons 
attached, determined by reference to the 
earliest date of purchase by any other 
corporation which transferred it in a 
tunsactlon to which paragraph (b>(l) 


(!) of I 1.1503-31A (or the correspond¬ 
ing provision of prior consolidated re¬ 
turns regulations) Is applicable without 
regard to any purchase prior to the last 
purchase to which such section Is not 
applicable. 

§ 1.1502-51A Onlil for investment in 
certain depreciable property. 

(a> Determination of amount of con- 
solidated credit —(1) Jn general Except 
as otherwise provided In this section, 
the amount of the consolidated credit 
allowed by section 38 for the taxable 
year is the aggregate amount of the 
"credit earned" for such year of the 
several members of the affiliated group. 
Such amount shall be referred to in this 
section as the "consolidated credit 
earned". The "credit earned" of each 
member of the affiliated group Is an 
amount equal to 7 percent of such mem¬ 
ber’s qualified Investment (determined 
under section 46(c)). 

(2) Consolidated limitation based on 
amount of tax . (1) Notwithstanding 

the amount of the consolidated credit 
earned for the taxable year, the con¬ 
solidated credit allowed by section 38 to 
the group for the taxable year is limited 
to— 

(a) So much of the consolidated lia¬ 
bility for tax as does not exceed $25,000, 
plus 

(b) 25 percent of the consolidated 
liability for tax in excess of $25,000. 

The $25,000 amount referred to In (a) 
and (b) of the preceding sentence shall 
be reduced by any part of such $25,000 
amount apportioned, under section 
46(a)(5), to members of the affiliated 
group (as defined in section 46(a)(5)) 
which do not Join in the filing of the 
consolidated return. The amount de¬ 
termined under this subparagraph shall 
be referred to in this section as the 
"consolidated limitation based on 
amount of tax". 

(11) If an organization to which sec¬ 
tion 583 applies or a cooperative orga¬ 
nization described in section 1381(a) 
joins in the filing of the consolidated 
return, the $25,000 amount referred to 
In subdivision (1) (a) and (b) of tills 
subparagraph (or such $25,000 amount 
reduced by any part of such amount 
apportioned to members of the affiliated 
group which do not Join in the filing 
of the consolidated return) shall be ap¬ 
portioned equally among the members 
of the affiliated group filing the consoli¬ 
dated return. The portion of such 
$25,000 amount (or such reduced 
amount) so apportioned equally to any 
such organization shall then be decreased 
to the ratable share of such portion In 
accordance with the provisions of sec¬ 
tion 46(d). Finally, for purposes of 
computing the consolidated limitation 
based on amount of tax under sub¬ 
division (1) (a) and <b) of this sub- 
paragraph. the sum of all such equal 
portions (as decreased under section 46 
(d). where applicable) of each member 
of the affiliated group filing the consoli¬ 
dated return shall be substituted for the 
$25,000 amount referred to in subdivision 
(i) (a) and (b) of this subparagraph. 

(3) Consolidated liability for tax. For 
purposes of this section, the consolidated 


liability for tax shall be the Income tax 
imposed for the taxable year upon the 
group by chapter 1 of the Code (Includ¬ 
ing the 2-percent tax on consolidated 
taxable income), reduced by the credit 
allowable under section 33 (relating to 
taxes of foreign countries and posses¬ 
sions of the United States). The tax 
imposed by section 531 (relating to im¬ 
position of accumulated earnings tax) 
or by section 641 (relating to imposition 
of personal holding company tax) shall 
not be considered tax imposed by chap¬ 
ter 1 of the Code. In addition, any in¬ 
crease in tax resulting from the appli¬ 
cation of section 47 (relating to certain 
dispositions, etc., of section 38 property) 
shall not be treated as tax Imposed by 
chapter 1 for purposes of computing the 
consolidated liability for tax. 

(b) Carryback and carryover of con- 
solidated unused credit —(1) Allowance 
of consolidated unused credit as carry - 
back or carryover. (1) A "consolidated 
unused credit" Is the excess of the con¬ 
solidated credit earned for the taxable 
year over the consolidated limitation 
based on amount of tax for such taxable 
year. Subject to the limitations con¬ 
tained in subparagraphs (2) and (9)(i) 
of this paragraph, a consolidated unused 
credit shall be added to the amount al¬ 
lowable as a credit under section 38 for 
the years to which the consolidated un¬ 
used credit can be carried. The year 
with respect to which a consolidated un¬ 
used credit arises shall be referred to In 
this section as the "consolidated unused 
credit year". 

<il) A consolidated unused credit shall 
be an investment credit carryback to 
each of the 3 taxable years preceding 
the consolidated unused credit year and 
shall be an investment credit carryover 
to each of the 5 taxable years succeed¬ 
ing the consolidated unused credit year, 
except that a consolidated unused credit 
shall be a carryback only to taxable years 
ending after December 31. 1861. A con¬ 
solidated unused credit must be carried 
first to the earliest of the 8 taxable 
years to which it may be carried, and 
then to each of the other 7 taxable 
years (in order of time) to the extent 
that the consolidated unused credit may 
not be added (because of the limitation 
contained in paragraph (a)(2) of tills 
section) to the amount allowable as a 
credit under section 38 for a prior taxable 
year. 

(2) Limitation on allowance of con¬ 
solidated investment credit carryback or 
carryover. The amount of the consoli¬ 
dated investment credit carryback or 
carryover from any particular unused 
credit year which may be added to the 
amount allowable as a credit under sec¬ 
tion 38 for any of the 3 preceding or 5 
succeeding taxable years to which such 
credit may be carried shall not exceed the 
amount by which the consolidated lim¬ 
itation based on amount of tax for such 
preceding or succeeding taxable year ex¬ 
ceeds the sum of (!) the consolidated 
credit earned for such preceding or suc¬ 
ceeding year, and (ii) other unused 
credits carried to such preceding or suc¬ 
ceeding year which are attributable to 
unused credit years prior to the particu¬ 
lar unused credit year. 
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(3) Effect of net operating loss carry¬ 
back . If the effect of a net operating 
loss carryback Is to create a consolidated 
unused credit, such unused credit shall 
not be treated as a consolidated Invest¬ 
ment credit carryback. However, the 
full amount of the unused credit so 
arising shall be available for use as an 
investment credit carryover for the five 
taxable years following the consolidated 
unused credit year. 

(4) Taxable years beginning before 
January 1 , 1962 . and ending after De¬ 
cember 31, 1961 . For purposes of de¬ 
termining the amount of unused credits 
which may be carried back to a con¬ 
solidated return year beginning before 
January 1, 1962, and ending after De¬ 
cember 31,1961, and added to the amount 
allowable as a credit for such year, the 
consolidated limitation based on amount 
of tax for such year, determined without 
regard to this subparagraph, shall be re¬ 
duced to an amount which bears the 
same ratio to such limitation as the 
number of days in such taxable year 
after December 31, 1961. bears to the 
total number of days in such year. 

(5) Consolidated investment credit 
carryover. The consolidated Investment 
credit carryover which may be added, 
subject to the limitation contained in 
subparagraph (2) of this paragraph, to 
the amount allowable to the group as 
a credit under section 36 for any taxable 
year shall be— 

(I) The consolidated unused credits. If 
any. for the five preceding taxable years 
to the extent that the consolidated un¬ 
used credit for any such preceding tax¬ 
able year is not attributable to a corpo¬ 
ration making a separate return or Join¬ 
ing in a consolidated return filed by an¬ 
other affiliated group for the taxable 
year and was not allowed as a credit 
under section 38 for a preceding or in¬ 
tervening taxable year, and 

(II) With respect to unused credits of 
a corporation arising in unused credit 
years for which such corporation filed a 
separate return or Joined in a consolidat¬ 
ed return filed by another affiliated 
group, but subject to the limitation pre¬ 
scribed by subparagraph (7) of this 
paragraph, such unused credits, if any, 
for the five preceding taxable years to 
the extent that the unused credit for any 
such preceding taxable year was not al¬ 
lowed as a credit under section 36 for a 
preceding or intervening taxable year. 

(6) Consolidated investment credit 
carryback , The consolidated Investment 
credit carryback which may be added, 
subject to the limitation contained In 
subparagraph (2) of this paragraph, to 
the amount allowable to the group as a 
credit under section 38 for any taxable 
year shall be— 

(D The amount of the consolidated 
unused credit, if any. for the first suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or joining In a con¬ 
solidated return filed by another af¬ 
filiated group for the taxable year), re¬ 
duced to the extent such consolidated 
unused credit was allowed as a credit 
under section 38 for the first two preced¬ 
ing taxable years. 


(11) The amount of the consolidated 
unused credit, if any. for the second suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or joining in a con¬ 
solidated return filed by another af¬ 
filiated group for the taxable year), re¬ 
duced to the extent such consolidated 
unused credit was allowed as a credit 
under section 38 for the first preceding 
taxable year. 

(Ui> The amount of the consolidated 
unused credit. If any, for the third suc¬ 
ceeding taxable year (to the extent not 
attributable to a corporation making a 
separate return or Joining in a con¬ 
solidated return filed by another amilat- 
ed group for the taxable year). and 

(iv) With respect to an unused credit 
of a corporation arising in an unused 
credit year for which such corporation 
filed a separate return or Joined in a 
consolidated return filed by another af¬ 
filiated group, but subject to the limita¬ 
tion prescribed by subparagraph (7) of 
this paragraph— 

(a) The amount of the unused credit. 
If any, of such corporation for the first 
succeeding taxable year, reduced to the 
extent such unused credit was allowed as 
a credit under section 38 for the first two 
preceding taxable years, 

(b) The amount of the unused credit, 
if any, of such corporation for the second 
succeeding taxable year, reduced to the 
extent such unused credit w as allowed as 
a credit under section 38 for the first 
preceding taxable year, and 

(c) The amount of the unused credit, 
if any, of such corporation for the third 
succeeding taxable year. 

(7) Limitation on investment credit 
carryover and carryback from separate 
return years . (1) For any taxable year, 

the amount Included In the consolidated 
investment credit carryover of the group, 
under subparagraph (5) (il) of this para¬ 
graph, and in the consolidated invest¬ 
ment credit carryback of the group, un¬ 
der subparagraph (6)(iv) (a), (6). and 
(c) of this paragraph, shall not exceed 
the limitation determined under subdi¬ 
vision (il) of this subparagraph. 

(il) For purposes of subdivision (i> of 
this subparagraph, the limitation for 
any taxable year shall be an amount 
equal to the amount by which the portion 
of the consolidated limitation based on 
amount of tax for such taxable year at¬ 
tributable to the corporation which filed 
a separate return, or Joined in the filing 
of a consolidated return by another affili¬ 
ated group, in a preceding or succeeding 
taxable year exceeds the stun of— 

(a) The credit earned (as defined in 
paragraph (a) (1) of this section) of such 
corporation for the taxable year, and 

(b) The unused credits of such corpo¬ 
ration (or attributable to such corpora¬ 
tion) which may be carried to the tax¬ 
able year arising in unused credit years 
prior to the particular unused credit 
year 

(lii) For purposes of subdivision (il) 
of this subparagraph, the portion of the 
consolidated limitation based on amount 
of tax attributable to a corporation shall 
be the sum of— 

(a) So much of the consolidated 
liability for tax attributable to such 


corporation as docs not exceed 825.000 
divided by the number of corporations 
in such affiliated group (as defined in 
section 46(a) (5)), and 

(b) 25 percent of so much of the con¬ 
solidated liability for tax attributable to 
such corporation as exceeds $25,000 
divided by the number of corporations 
In such affiliated group (as defined In 
section 46(a) (5)). 

(iv) For purposes of subdivision Uii) 
of this subparagraph, the consolidated 
liability for tax attributable to a cor¬ 
poration is the consolidated liability for 
tax for the taxable year multiplied by 
the ratio which— 

(a) The taxable Income, if any, of such 
corporation, bears to 

(b) The aggregate of the taxable in¬ 
comes of the several members of the 
affiliated group having taxable income. 


For purposes of the preceding sentence, 
taxable income of a corporation means 
the taxable income of such corporation 
Included in the computation of consoli¬ 
dated taxable Income for the taxable 
year decreased by Its deductions under 
sections 181, 243. 244, 245. 247, and 922 
(and in the case of a member of an af¬ 
filiated group to which the consolidated 
section 175 deduction is applicabln, the 
section 17 u deduction). Increased by its 
separate net capital gain, and increased 
or decreased, as the case may be, with 
respect to Its separate gains or losses 
from involuntary conversions subject to 
the provisions of section 1231, and from 
sales or exchanges of property subject 
to the provisions of section 1231. 

(8) Consolidated unused credit attrib¬ 
utable to each of the several members — 
(1) In general. If an affiliated group 
filing a consolidated return has a '‘con¬ 
solidated unused credit” for a taxable 
year and If there are Included as mem¬ 
bers of such group one or more corpora¬ 
tions which made separate returns, or 
Joined In a consolidated return filed by 
another affiliated group, for any of the 
three preceding or five (or six in the case 
of a section 181 deduction) succeeding 
taxable years, the portion of such con¬ 
solidated unused credit for such consoli¬ 
dated unused credit year attributable to 
such corporations severally shall be 
determined, such portion in the case of 
any such corporation being determined 
under the provisions of subdivisions (il) 
and (111) of this subparagraph. 

(il) Carryback. In the case of 9 
carryback of a consolidated unused 
credit to a taxable year for which the 
corporation made a separate return or 
Joined in a consolidated return filed by 
another affiliated group, the portion or 
such consolidated unused credit for the 
consolidated unused credit year attrib¬ 
utable to such corporation shall be an 
amount equal to the amount of such con¬ 
solidated unused credit multiplied by the 


ratio which— 

(a) The credit earned (as defined in 
paragraph (a) (1) of this section) of sue j 
corporation for the consolidated unused 
credit year, bears to 

(b) The consolidated credit earned ss 
defined in paragraph (a) (1) of this sec* 
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(llt> Carryover. In the case of a 
carryover of a consolidated unused credit 
to (or a section 181 deduction for) a 
taxable year for which the corporation 
nukes a separate return or Joins in a 
consolidated return filed by another affil¬ 
iated group, the portion of such consoli¬ 
dated unused credit for the consolidated 
unused credit year attributable to such 
corporation shall be an amount equal to 
the amount of such consolidated unused 
credit multiplied by the ratio which— 

(a) The portion of the consolidated 
credit earned with respect to any section 
38 property placed in service in the con¬ 
solidated unused credit year and owned 
by such corporation (whether or not 
placed in service by such corporation) at 
the close of the lost day with respect to 
which the taxable income of such cor¬ 
poration is included In the consolidated 
return, bears to 

<b) The consolidated credit earned for 
such consolidated unused credit year. 

<9> Consolidated unused credit before 
or after consolidated return period, (1) 
The consolidated unused credit of an 
affiliated group filing a consolidated re¬ 
turn shall be used in computing the con¬ 
solidated Investment credit carryover or 
carryback to (or section 181 deduction 
for) a subsequent (or preceding) taxable 
year of the group notwithstanding that 
one or more members of the group in the 
consolidated unused credit year make 
separate returns (or Join in a consoli¬ 
dated return made by another affiliated 
group) for such subsequent (or preced¬ 
ing > taxable year, but only to the extent 
that such consolidated unused credit is 
not attributable (as determined under 
subparagraph (8) of this paragraph) to 
the several corporations making separate 
returns (or joining in a consolidated re¬ 
turn made by another affiliated group) 
for such subsequent (or preceding) tax¬ 
able year. 

(ii> The portion of such consolidated 
unused credit attributable to the several 
corporations making separate returns (or 
joining In a consolidated return made by 
another affiliated group) for a subse¬ 
quent (or preceding) taxable year (re¬ 
duced to the extent allowed as a credit 
under section 38 for a prior taxable year) 
shall be used by such corporations sev¬ 
erally as Investment credit carryovers (or 
carrybacks) to such separate returns or 
»uch consolidated returns of another 
affiliated group or as section 181 deduc¬ 
tions on such separate returns (or such 
consolidated return of another affiliated 
group). 


(10) Rules icith respect to unused 

credits under section 381. (!) It. In the 

computation of the consolidated invest¬ 
ment credit carryover, there is included 
an amount with respect to an unused 
credit of a corporation, arising In a 
taxable year for which it filed a separate 
return or for which such corporation 
joined in a consolidated return filed by 
another affiliated group, which is a 
transferor or distributor of assets within 
the meaning of section 381(a) to a mem¬ 
ber of the affiliated group, the amount 
included in the consolidated investment 
credit carryover with respect to such 
transferor or distributor shall not exceed 
the limitation contained in subpara¬ 
graph (7) of this paragraph determined 
with reference to the acquiring corpo¬ 
ration. The computation shall be made 
as described In subparagraph (7) of this 
paragraph as though the acquiring cor¬ 
poration had an unused credit In a year 
for which It filed a separate return or 
for which such acquiring corporation 
had Joined in a consolidated return filed 
by another affiliated group. 

(11) If. in addition to the amount de¬ 
scribed In subdivision (1) of this sub- 
paragraph. there Is included an amount 
with respect to an unused credit of the 
acquiring corporation in a year for which 
it filed a separate return or for which it 
Joined In a consolidated return filed by 
another affiliated group, the unused 
credits of both the acquiring corpora¬ 
tion and the transferor or distributor 
corporation which may be taken Into 
account as unused credits In determin¬ 
ing the consolidated investment credit 
carryover may not exceed the limitation, 
determined with reference to the acquir¬ 
ing corporation, computed in a manner 
described in subparagraph (7) of this 
paragraph. 

(ill) For purposes of subdivisions (1) 
and (il) of this subparagraph. If the 
transferor or distributor corporation 
was a member of another affiliated group 
which filed a consolidated return, the 
amount of the consolidated unused 
credit of such affiliated group, if any, 
attributable to such transferor or dis¬ 
tributor, shall be treated as the unused 
credit of such corporation. 

(c) Early dispositions . etc., of section 
38 property —(1) Dispositions of section 
38 property during and after consoM- 
dated return period. Except as pro¬ 
vided In subparagraph (2) of this para¬ 
graph— 

(1) If property placed in service in a 
consolidated return period Is disposed of 
or otherwise ceases to be section 38 prop¬ 
erty. or becomes public utility property, 
with respect to any corporation during 


any taxable year (whether consolidated 
or separate), the provisions of section 
47(a) (1) or (2). as the case may be. 
shall apply (whether such property was 
placed in service by such corporation or 
was received by such corporation in an 
intercompany transaction to which sub- 
paragraph (2) (i) of this paragraph ap¬ 
plied) and the increase in tax. if any. 
shall be added to the tax liability of such 
group or such corporation, as the case 
may be. 

(il) If property placed In service in 
a separate return year is disposed of 
or ceases to be section 38 property, or 
becomes public utility property, with re¬ 
spect to any corporation during a tax¬ 
able year for which such corporation 
joins in the filing of a consolidated re¬ 
turn. the provisions of section 47(a) (1) 
or (2). as the case may be, shall apply 
and the increase in tax. if any, shall 
be added to the tax liability of such 
group. 

(2) Exceptions . (i) For purposes of 

sections 46(c) and 47(a)(1), a transfer 
of section 38 property from one member 
of an affiliated group to another mem¬ 
ber of such group In an Intercompany 
transaction during a consolidated re¬ 
turn period shall not be treated as a 
disposition or cessation. The preceding 
sentence shall not apply to a transfer of 
section 38 property unless such property 
was placed in service by a member of the 
group in a consolidated return period of 
such group. 

(il) If. in any taxable year, section 38 
property placed in service during a con¬ 
solidated return period is disposed of by 
one member of an affiliated group to an¬ 
other member of such group which is an 
organization to which section 593 applies 
or a cooperative organization described 
In section 1381(a). the tax under chap¬ 
ter 1 of the Code for such taxable year 
shall be Increased by an Amount equal 
to the aggregate decrease in the credits 
allowed under section 38 for all prior 
taxable years which would result solely 
from treating such property, for pur¬ 
poses of determining qualified invest¬ 
ment, as placed in service by such or¬ 
ganization to which section 593 applies 
or such cooperative organization de¬ 
scribed In section 1381(a). as the case 
may be. but with due regard to the use 
of the property before such transfer. 
The consolidated Investment credit 
carrybacks and carryovers shall be ad¬ 
justed under the principles of section 
47(a)(3) by reason of such change In 
use. 

(P.R. Doc. 65-10524: Piled Sept 30. 1066; 
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